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PREFACE 


The present Survey is the thirty-sixth in a series of reports prepared by the 
secretariat of the Economic Commission for Europe to serve the needs of the 
Commission and to help in reporting on world economic conditions—a task 
which the Economic and Social Council of the United Nations has entrusted 
to the Department of Economic and Social Affairs. 


This Survey is published on the responsibility of the secretariat, and the 
views expressed in it should not be attributed to the Commission or to its 
participating Governments. 


The pre-publication text of this Survey was completed on 7 March 1983 
and made available to the 38th session of the Economic Commission for Europe. 
The final text, incorporating minor changes, was completed on 19 April 1983. 


EXPLANATORY NOTES 


The following symbols have been used throughout this Survey. 

. = not available or not pertinent; 

— = nil or negligible; 

* = estimate by the secretariat of the Economic Commission for Europe; 

| =signifies a break in the comparability of a statistical series. 

In referring to combinations of years, the use of an oblique stroke—.g. 
1981/82—-signifies a twelve-month period (say from 1 July 1981 to 30 June 
1982). The use of a short dash—e.g. 1981—1983—normally signifies either an 
average of, or a total for, the full period of calendar years covered (including 
the end-years indicated). 

Unless the contrary is stated, the standard unit of weight used throughout 
is the metric ton. The definition “billion” used throughout is one thousand 
million. Minor discrepancies in totals and percentages are due to rounding. 


1.1 


a 
OMAhwWN 


1.6 


NN 
— — 


Ze 


3th 


3.2 


aes 


CONTENTS 


CHAPTER ONE 


Western Europe and North America 


Page 
SUMMARY OF RECENT DEVELOPMENTS, SHORT-TERM PROSPECTS AND ANALYSIS OF CURRENT POLICIES 5 

(i) Developments in 1982 and the outlook for 1983 3 р рии: руин 22 
(ii) А double recession . . а а 3 
UieeThetprovlemvof inflation зи ie Batis Tihs реа о лу ВСВ 6 
(iv) Policy approaches re presse Cant ieee. alin te Ces ie cage еде 
(v) An appraisal of the short- term outlooks, s-1) a eee ам i es Ba 1 
OUTPUISANDEDEMAND® (oc с о AT ie IR ae А 4 
LABOUR А ate hte eS te р ОАО ЗИ ar eT | 29.6 
COSTS AND PRICES a) os) 
THE DECLINE IN PRODUCTIVITY GROWTH AFTER 1973: A FURTHER LOOK AT EXPLANATORY FACTORS 36 
(i) The statistical facts . . И р oe ee eee ae 0 
(ii) The statistical significance of the “break” in ender ee ie ee ore We eee Sis 
(iit) *FeetOrs behind the productivity slowdown. ~ °. . . . . .. . 2s... sss 38 
(iv) Summary of findings ae ee es er ee 
SELECTED DEVELOPMENTS IN LABOUR MARKETS, И Tae a ae 4 
(i) Labour supply and employment trends ae а СИЕ. ВЕД 
(ii) Changes in the sectoral distribution of employment ae Re OM Sup ee at eg 04606. 
(iii) Changes in the structure of employment in the service sector Aha ee A БИ НТЛ 

CHAPTER TWO 
Recent economic developments in Southern Europe 
INTRODUCTION AND SUMMARY 3 CR Senate Meet eee we oP ee ee ee OOS 
SOUTHERN EUROPE (EXCLUDING YUGOSLAVIA) Pet И т: CO oe Me oma NS 
(i) Output and demand . . et NE р Tye whee Cn BOO OG eer eee © 
(ii) Prices, wages and employment jE ge = BON ee Oe ОЗ 
(111) Policies and РОС в ee ee ne ee a ee ae ee OU) 
YUGOSLAVIA о о д о ОЕ ОИ НОА 
(i) General trends и О Е с Arh Е ВИ РЕ НЕ ce 4 RES 
(11) The process of economic adjustment ae ue eta ere star ge EM! 
CHAPTER THREE 
Eastern Europe and the Soviet Union 

GENERAL DEVELOPMENTS). Toe ea 2. м ae a te ny Tae о О 
(i) Growth of national output mage: We POS О уе Eee 
(ii) Factor inputs and efficiency in their А CAE rae xt amare eee DRT TO 
(iii) Foreign economic relations Sie MRO: A Meee Е s,m eo) ge ee 9 
(iv) Resources for domestic use oT EE as Cy extn, ee В. 
(vipmroleysobiectives а a ek ee a es eee eles 
AGRICULTURE . . : М А MRL ре ek, Ао eae ae eee 
(i) Growth of output ae Ie Sr ret Aer ee en gee OR RE ys eee | MS 
(ii) Trends in crop production ere eee Ne yarn Gee Gee с Rs. Meg ee eee eC 
ЕО Mets eh tee eae ое в Re 
(iv) Livestock output . . en ОА Е, ИИ Ne eo Wate BILL) 
(v) Trends in inputs and efficiency eS et ca eek Gia NORE я oP patel ВМ: СЕ 
(vil "Chanees’ in agricultural policy, 2. saa a AEM Же bye on sees ED 146 
(Vile POLCYSODJeCtIVes LON 1983 wa te ee ak Real ie Toul a uni flyer ofa ok ce Ce 148 
INDUSTRY : А СЕТЕ ce она МАИ 
(i) Growth of ‘industrial output : с uD ian eet alte Jf Lao 
(ii) Factor inputs and efficiency Pes ee ene tie uk a sup van san timo (aoe 
(iii) Energy supply and consumption hates age ON Neg AE CET OL IE SS SE 
(iv) Industrial branch developments. he I Ig EE ECT GI) 
(v) Main characteristics of industrial development by country So tied ОЗ, ЗО 


У 


я 


ett eet ыы 
OCONIDWNRWNHH HF 


INVESTMENT 


(i) 
(11) 
(111) 
(iv) 


Investment trends 

Investment and growth 

Investment management and policies 
Investment developments т 


CONSUMER INCOMES AND SUPPLIES 


(vii) 


Changes in the allocation of net material product 
Nominal wages and nominal incomes : 
Consumer prices and price policies 

Real wages and real incomes 

Personal savings 

Consumption 

Retail trade 


CHANGES IN THE RATE OF GROWTH OF LABOUR PRODUCTIVITY IN THE CENTRALLY PLANNED ECONOMIES 


DUR 


ING THE 1970s: PRELIMINARY ANALYSIS. } 
Labour productivity and employment trends 1970-1980 
Labour productivity and the five- pew Page 1966-1980 
Policy outcomes. р : 
Output growth and productivity ? 

Investment and technology 
Policy responses : 
Summary 


CHAPTER FOUR 


International trade and payments 


OVERVIEW AND BACKGROUND: THE ECE REGION IN THE FRAMEWORK OF WORLD TRADE AND 
FINANCIAL DEVELOPMENTS би ee , 0 


(1) 
(11) 
(111) 


Developments in world trade and current account balances 
Recent developments in commercial policies 
Recent developments in world financial relations 


WESTERN EUROPE AND NORTH AMERICA 


(i) 
(11) 
(111) 
(iv) 


Trade volumes and prices : 
Changes in regional trade values by origin ‘and destination 
Current balances ee pal oat >. {ee 
Policies and outlook 


EASTERN EUROPE AND THE SOVIET UNION 


(v) 


Trade volumes, prices, terms of trade 
Trade among centrally planned economies 
Trade with market economies 

Changes in trade balances 

Policies and outlook 


DEVELOPMENTS IN EAST-WEST TRADE 


Western imports 

Western exports ‘ 
Trade prices and the terms of trade 
Trade balances 

Current account 


LIST OF TABLES AND CHARTS 


Chapter one 


Changes in west European GDP and its sae 1981-1983 
Annual changes in real GDP, 1979-1983 : Eee 

Quarterly changes in GNP, 1981-1982 : 

Annual and quarterly changes i in industrial production 

Annual changes in real private consumption, 1979-1983 

Annual changes in real public consumption, 1979-1983 к 

Annual changes in real domestic demand, excluding and including stockbuilding, 1979-1983 
Annual changes in the volume of exports and imports of goods and services, 1979—1983 
Annual changes in real gross domestic fixed capital formation, 1979-1983 

Real long-term interest rates, 1960-1982 Rpg ome 


Page 
168 
168 
173 
176 
180 
185 
185 
187 
189 
191 
191 
192 
197 


199 
199 
201 
202 
211 
216 
220 
222 


225 
225 
231 
233 
239 
239 
241 
243 
246 
248 
248 
252 
253 
254 
254 
257 
т 
262 
263 
263 
265 


я 


Unninnin ци HPPPPRPPRROLNNE 


—OCOUNNAMNRWNK NK Ho 
a) 


ro en! 
— rt = © 60 ~] Anh WP 


ре pera ры (pd ры 
Neo 


15:13 
1.5.14 
15:15 
1.5.16 


о ыы ыы ры р ры 


— 
\© со Я DUnkhwnre 


— 
— 
> 


a ay 


— — 
$ ADH DH AH = ARHRAAH 
—=— — ыы 
WN 


La eal ee 4 С 
NON ON OMS ho tho Fs 
NE WNRBWNHK a 


— pet pet feet pe 
> ыы = 


Capacity utilization rates in manufacturing industry, 1973-1982 

A comparison of capacity utilization rates in manufacturing industry 

Unemployment rates in western Europe and North America, 1979-1982 

Quarterly increases in unemployment between 1981 and 1982 

Annual and quarterly changes in consumer prices, 1980-1982 

Change in the implicit price deflator of GDP, 1980-1982 

Annual and quarterly changes in average hourly earnings in manufacturing industry 

Unit labour costs for the whole есопоту . ве 

Changes in the prices of raw materials and intermediate goods 

Changes in final output prices of manufacturing industry 

Differences between the change in intermediate product prices and final output prices 

Factors contributing to the total rise in final output prices, 1981-1982 aad 

Contribution of imports to the rise in final output prices, 1981-1982 

Average annual growth rates of Е (output per person employed) in total economy and 
its major sub-sectors . . 

Summary Table: Testing for a break in the time trend of productivity 1960-1981 

Decomposition of the productivity change in total economy : 

Decomposition of the productivity change in total economy - 

Capital intensity (K/L) and productivity (P) in manufacturing industry 

Capital intensity (K/L) and а (P) in eee Е the zero © growth of 
capital stock hypothesis : 

Changes in world market prices of raw materials 

Changes in world export prices of primary commodities and non-ferrous base metals. 

Changes in the ‘real’ price of raw materials 

Average annual rates of change of the relative price of intermediate goods 

Average annual rates of change of the relative price of energy Е 

The relationship between changes in the relative price of energy and productivity growth: cross- 
country regression analysis 

The relationship between changes in the relative price of intermediate goods and productivity 
growth: cross-country regression analysis } 

The estimated contribution of the rise in the relative price of energy to the productivity 
slowdown in manufacturing industry. 

The estimated contribution of the relative price of intermediate goods to the productivity 
slowdown in manufacturing industry peat Pir 

The share of energy in total gross output of manufacturing ‘industry i in 1973 soos 

Appendix Table Al: The relationship between productivity and the relative price of energy in 
manufacturing industry, 1960-1981 

Appendix Table A2: The relationship between. productivity and the relative price of 
intermediate goods in manufacturing industry, 1960-1981 ‘ 

Percentage growth of working age population and standardized labour force, 1960-1980 

Growth rates working age population, labour force and employment . 

Average unweighted unemployment rates 1960-1966, 1970-1974 and 1977-1980 

Service sector employment, 1973-1980, in terms of hours worked and numbers employed 

Employment by sector 

Fluctuations in sectoral employment during years of total employment contraction and expan- 
sion 

Growth of employment i in the public sector and its contribution to total service employment 
growth, 1960-1980 Se be caltgn ays 

Growth of employment in the private service sector, 1960-1980. 

Linear time trends in the branch shares of total service employment, 1965-1981: regression 
coefficients on time. 

Linear time trends in the branch shares of total service employment, 1971-1981: regression 
coefficients on time es ве, = 

The rate of structural change: "1965-1981 and 1971-1981 3 

Branch shares of total service employment in western Europe, 1960 and 1980 

Change in sectoral employment during years of contraction in industrial employment 


Actual growth and forecast recoveries of real GNP in seven major OECD countries 

Industrial confidence indicator, 1979-1982 a. 

Inflation and unemployment in western Europe and the United States 

Index of consumer expectations of price increases over the next twelve months 

The short-run trade-off between inflation and unemployment in western Europe 

Industrial production in western Europe and North America after the two oil shocks 

Gross domestic fixed capital formation by type of asset, in western Europe and the United 
States, 1971-1982 NS) ее AOE ae eee” 

Unemployment rates in selected countries, 1970-1982 

Ratio of estimated and hypothetical labour force Е 

Population of working age, labour force and employment indices 1960-1980 E 

Index numbers of total employment, industrial employment and service Sy 

Ratio of service to industrial employment, 1960-1980 +: on eee ца 


vii 


3 
& 
® 


NNNNNNNN 


OH NTS) Gi 
URwWNE WHE 


a) 


SM ONNMNPWN— © 


AWRWNENNN Nee Ree Ree eee © 20 1 5 м > EEE ODMIAUNEWNE 
— 


орон орон ыь 
WN =) 


PEPPROWWWWWWWWWWWLWHNKH NNNNNNNNKHKKNKKNNKNKNNKKNDNDN R= Bee eee eee 


про HEHE EEK Kw 0-1 


Chapter two 


Annual changes in output in selected south European countries 
Annual changes in demand in selected south European countries 
Annual price changes in selected south European countries 
Yugoslavia: Volume growth of demand and ein 

Yugoslavia: Employment dd ae : 

Yugoslavia: Wages, costs and prices 

Yugoslavia: Balance of payments 

Yugoslavia: Money supply 


Chapter three 


Changes in growth of the net material product 
Employment, total and in the material sphere 

Labour productivity Ae a eye проеме 

Gross investment 

Capital productivity 

Selected energy sources and raw materials г 
Foreign trade of eastern Europe and the Soviet Union 
Foreign trade turnover by selected regions 
Changes in NMP produced and NMP used 

Growth of net material product produced 

Selected indicators of annual plans for 1983 

Gross agricultural output во bathe zs 

Production and yields of grain crops 

Structure of grain output 

Production and yields of non- grain crops | 

Yields of non-grain crops in the German Democratic Republic 
Changes in output and yield of non-grain crops in Poland 
Changes in domestic fodder output (in feed units) 

Basic fodder crop output 

Net imports of grain of east European countries and the Soviet Union 
Livestock herds Pe tac hs 

Livestock and livestock output Е 

Share of poultry meat in total meat production 

Milk yields per cow а koe 
Employment in agriculture 

Distribution of agricultural land 

Investment and fixed assets in agriculture 

Investment in agriculture 

Changes in agricultural fixed assets _ : 

Stocks and deliveries of agricultural machinery 


Supplies of chemical fertilizers and plant protection chemicals and consumption of electricity in 


agriculture 
Mineral fertilizer: production and consumption 
Employment and labour productivity in agriculture 
Capital intensity, capital productivity and labour productivity 
Growth of industrial output ae ree ae 
Gross output and factor inputs in industry 
Productivity indicators in industry ыы, 
Contribution of labour productivity to the growth of industrial output — 
Ratio of net to gross industrial output А ier rine 
Primary energy production 
Energy intensity of economic growth 
Gross output by major branches : 
Structure of industrial production by major branches 
Producer (A) and consumer (B) goods parts of industrial output | 
Planned growth of commodity output by industrial ministries 
Output of some major industrial products : 
Electricity production, consumption and generating capacity 


Production (A), net imports (B) and apparent consumption (C) of main forms of energy 


Gross fixed capital formation, investment ratios and incremental capital-output ratios 
Changes in gross fixed investment 1981, 1982 and 1983 (plan) ate 
NMP and investment growth 1980-1982 and plan 1983 . 

Implied investment growth for 1983-1985 and 1984-1985 

Changes in investment ratios 


Vili 


104 
114 
114 
115 
115 
116 
118 
119 
120 
122 
122 
126 
129 
131 
132 
133 
133 
133 
134 
134 
135 
135 
137 
137 
138 
139 
140 
141 
141 
141 


142 
143 
143 
144 
149 
152 
1S 
155 
156 
157 
157 
160 
160 
161 
162 . 
163 
165 
166 
168 
169 
172 
172 
173 


© CQ DUNRWNHE ERE HE DOU’IDAUNAWN = OOO 
> м == © 


—  ) а 
eS 


PW WW WHWWWWW Wo WW WW WWWWWWWWWWWWWWWWWW Www 
ee = 5 = 


^^^ пала < м < AH ааа иьь 


5 
NNN 
NK oO CONNMN WN 


анны иьшы я 


и tye se 
OS NN rae 


Fixed capital formation by type of capital good: output of capital goods industries and foreign 
trade in machinery and equipment 

Structural shifts in investment allocations within the material sphere (A)w within industry (в): and 
between the material and non-material spheres (С) . 

Implicit price deflators for investment expenditures 

Fixed capital brought into operation eet 

Allocation of national income 

Average monthly nominal wages 

Money incomes 

Standard deviation of average monthly wages across sectors of employment — 

Consumer price index : Soe er, Se eee ae eee ee 

Real wages and real incomes 

Increase in bank deposits 

Social consumption fund 

Structure of family expenditure 

Per capita consumption of selected goods : 

Stocks of consumer durables per 1000 inhabitants | 

New dwellings constructed А. 

Turnover of retail trade and services . 

Labour productivity 1971-1975 and 1976-1980 : 

Decomposition of labour productivity changes in the material ‘sphere and in ‘industry 

Employment 1971-1975 and 1976-1980 : 

Planned and actual labour productivity growth in industry by five-year periods 1966-1985 

Soviet and world market prices for oil 

Coefficients of variation of individual sectoral and branch labour productivity growth rates, 
1971-1975 and 1976-1980 Mie, 

Material intensity of net output in the material ‘sphere and ‘industry 

Elasticities of the volume output growth in main material input supply branches relative to total 
industrial output growth in 1971-1975 and 1976-1980 : 

Elasticities of the volume of growth of broad imported material input categories relative to 
NMP growth 

Relationships of net material product and gross industrial Production with labour productivity 
growth 1971-1980 es 

Relationships of employment in the material sphere and in п industry v with NMP and | gross 
industrial output growth, 1971-1980 : 3 

Labour productivity and employment growth . 

Growth of gross capital formation and investment ratios, 1971-1975 and 1976-1980 _ 

Capital intensity per employee . . : MAT SC eee eer 

Apparent depreciation rates, 1971, 1975 and 1980. : 

Share of fixed assets under five years old in the total capital stock 

Czechoslovakia: Age structure of fixed assets in the material sphere. 

Capital productivity and incremental investment output ratios in the material sphere 1 1971-1975 
and 1976-1980 мар Пе: ‘ : 

Relationships between fixed assets and labour productivity levels 

Identified investment goods trade between the centrally planned economies 

Identified investment goods exports of OECD countries to the centrally planned economies 

Relationship between OECD investment goods exports to the co planned economies and 
gross fixed investment in 1970, 1975 and 1980 и ое А. 


Growth of net material product 

Growth of net material product 

Patterns of economic growth 

Changes in net material product and factor inputs 

Efficiency indicators ; 
Gross agricultural output: total production, crop and animal production 
Agriculture: output and factor inputs bared ned on Oo ea 
Agriculture: efficiency indicators 

Industry: output and factor inputs 

Industry: efficiency indicators. 

Changes in level of NMP, gross fixed capital formation, and investment ratio 
Annual percentage changes in output (Q) and productivity (P) : 


Chapter four 


Changes in the value of world trade, by region, 1977-1982 
Changes in the volume of world trade, by region, 1977-1982 


ix 


Page 
174 


176 
179 
181 
186 
187 
188 
189 
190 
191 
192 
193 
194 
195 
195 
196 
197 
200 
201 
201 
202 
203 


203 
212 


213 
213 
213 


214 
215 
216 
217 
7 
218 
218 


218 
219 
219 
220 


221 


102 
106 
109 
112 
112 
128 
144 
144 
150 
150 
170 
204 


226 
226 


5 
ЕВ. 
— 


mOOID WAW? 


—— 
> 


— — 
— = 
N= 


BGS oP aes бое Бо бо 9 9 BPRS SS а FEO SORA EO ERED 
YDAWR чо DID WD B WH 


BORD ARG SS RESO CS OS SS ISS) 
иъьь 


о 
= 


UY 


Ln Re 
PREBNH HF 


Changes in world export values by origin and destination, 1981-1982 

Selected developed market economies: commodity imports in 1982 

Market economies: changes in trade prices (in dollar terms), by major commodity groups, 
1977519820 : 

Changes in the terms of trade (in terms of dollars), by region, “1977-1982. 

Balance of payments on current account, by major country groups 

World trade volumes and current-account balances: forecasts for 1983 

Growth of world production and exports, 1963-1981 5 

Changes in the liabilities and assets of countries outside the BIS reporting area at BIS reporting 
banks, 1978—1982 . . 

International medium- and short- ‘term bank loans, "1980-1982 

Changes in the assets and liabilities of eastern Europe and the Soviet Union at the BIS reporting 
banks, 1975-1982 aye 

Developed market economies: changes in ‘foreign trade volumes, O77 19820 

Developed market economies: change in foreign trade volume, by country, 1981-— 1982 | 

Developed market economies: changes in ies trade prices ub US о a and in the terms of 
trade, 1977-1982 } 

Developed market economies: changes in export values by area of destination, “January- 
September 1982 

Developed market economies: changes i in import values by area of origin, J anuary-September 
1982 И se Cee eS Рыбу: 

Selected OECD countries: current accounts, 1979-1982. ; 

South European countries: trade balances and current accounts, 1979-1982 : 

Developed market economies: fuel imports as a percentage of total value of exports, 1970, 1975, 
1981 : 

Developed market economies: “export and import growth, current account forecasts for 1983 

Eastern Europe and the Soviet Union: volume of foreign trade by direction, 1981—1982 

Eastern Europe and the Soviet Union: volume of foreign trade by country, 1976-1982 

Eastern Europe and the Soviet Union: change in foreign trade value, volume, unit values and 
terms of trade, by major partner regions, 1979—1982 : 

Eastern Europe and the Soviet Union: trade in main commodity groups, 1981 or 1982 

Eastern Europe and the Soviet Union: foreign trade, planned and actual, 1982—1983 

Eastern Europe and the Soviet Union: trade balances, 1979-1982 

Eastern Europe and the Soviet Union: changes in foreign trade value and trade balances by 
partner region, 1976-1982 ыы ale Рея ae 

East-west trade: value, volumes, prices, terms of trade, 1976-1982 3 

East-west trade: change i in trade value, by major partner regions, 1978- 1982 . 

East-west trade: values and volumes by major commodity groups, January- September 1982 

East-west trade: trade balances, 1973-1982 

Estimated current account balance of payments of eastern Europe and the Soviet Union with 
market economies, 1979-1982 aes: aie с 

Appendix Table 1: East-west trade, by country: growth rates 1976-1982 ak 

Appendix Table 2: East-west trade, by country: values, 1970, 1975, 1978-1982 

Appendix Table 3: Changes in the value of western imports from eastern Europe and the Soviet 
Union in 1982, by commodity ; 

Appendix Table 4: Changes in the value of western exports 10 eastern Europe and the Soviet 
Union in 1982, by commodity Chart SE AY yi Raptr 


Indices of the terms of trade (in dollars) 

Current account balances 1978—1983 

Foreign trade and current account balance 

Export price developments (in dollars) ESS Dich roa о x hens Av tye, 

не trade of the no ME a market economies with eastern Sots and the Soviet 
nion Tet SS aan! sigh. (octets mae eed et paler: 


Page 
221 
228 


230 
230 
230 
232 
233 


236 
237 


237 
242 
242 


243 
243 


244 
245 
245 


246 
247 
249 
249 


250 
251 
251 
254 


255 
259 
260 
261 
264 


265 
268 
269 
271 
271 
228 
229 


240 
241 


258 


CHAPTER ONE 


WESTERN EUROPE AND NORTH AMERICA 


1.1 SUMMARY OF RECENT DEVELOPMENTS, SHORT-TERM PROSPECTS AND ANALYSIS OF 
CURRENT POLICIES 


This section presents a summary of recent develop- 
ments (i) and prospects (v), discusses the nature of the 
present recession (ii) and the inflation problem (iii), and 
points to a number of weaknesses in the present stance of 
policies (iv). 


1.1(i) Developments in 1982 and the outlook for 1983 


Last winter it was hoped by most official forecasters 
that the European economy would begin to recover in 
1982, albeit slowly, from its longest and deepest recession 
for fifty years. After a fall in total GDP in 1981, the 
various national forecasts implied an increase of some 
1.5 per cent for western Europe as a whole. In the United 
States the Administration was optimistic and forecast 3 
per cent GNP growth between the fourth quarters of 
1981 and 1982. But once again (see chart 1.1.1) the 
forecast of recovery proved false: in western Europe 
(table 1.1.1) growth was a bare one-tenth of one | ‘ег cent - 
zero for practical purposes - and in the United States 
GNP fell by some 2 per cent between the two fourth 
quarters. Among the individual west European coun- 
tries the reversal of expectations was particularly 
important in the Federal Republic of Germany: in 
February 1982 the official forecast was for 1.5 per cent 
growth in 1982 - the outcome was а fall of over 1 per 
cent. Of the 13 countries aggregated in table 1.1.1 GDP 
actually fell in seven of them, but at the beginning of the 
year only Norway and Switzerland had forecast a 
decline. 

The expected recovery in western Europe had been 
based on a cyclical resumption of stockbuilding and 
some recovery in private consumption (stimulated by 
rising real incomes due to falling inflation). Exports to 
countries outside the OECD group were expected to 
remain buoyant and although imports would accelerate 
as a consequence of the improvement in activity the 
trade balance was nevertheless expected to provide some 
net stimulus to output growth. On the basis of past 
experience an upturn in investment would be expected 
eventually to contribute to the recovery, but with large 
margins of spare capacity and high nominal and real 
interest rates (plus great uncertainty as to their likely 
future course) investment was expected to fall in 1982 but 
by much less than in 1981. 

The actual developments are summarized for western 
Europe in table 1.1.1. Instead of supporting the recovery 
private consumption ceased to grow at all, something 
which did not happen in the previous recession: in 1974/ 
75 it continued to contribute to output growth, although 
at a much reduced rate. Thus the effect of falling 


inflation rates on consumption appears to have been 
overestimated, possibly because the great amount of 
uncertainty (the threat of rising unemployment, for 
example) may have encouraged the maintenance of high 
rates of saving. Uncertainty also increased during the 
year with growing perceptions of the threat to interna- 
tional financial stability from the growing debt problems 
of a number of developing countries and major corpora- 
tions in the developed countries themselves. The 
problems of the former led to a sharp drop in developing 
country imports, the prospect of which does not appear 
to have been clearly appreciated by the developed 
countries until well into 1982. This was a major factor in 
slowing down the increase in total west European 
exports: instead of the nearly 4 1/2 per cent growth 
implied by official forecasts last winter, exports of goods 
and services rose by less than 1 1/2 per cent, and the net 
trade balance had a negative instead of a positive impact 
on output. (Other factors behind this large difference 
between forecast and outcome include the weak recovery 
of output itself and hence the weakness of intra- 
European trade and perhaps an over-optimistic forecast 
in the first place: the last would be partly due to the 
fallacy of composition arising from nearly all govern- 
ments believing that they can improve their countries’ 
export competitiveness.) 

Apart from private consumption and the foreign 
balance, the other negative influence (and the most 
important) on output growth was the drop in fixed 
investment which was much larger than had been 
forecast. A breakdown by major asset groups 1$ not yet 
available, but in addition to housing (which has been 
weak in most countries since 1980) there appears to have 
been a fall in investment in plant and machinery: up to 
1980 this category had held up surprisingly well in the 
larger economies of western Europe, as well as in the 
United States (see section 1.2 below). 

Thus the main supports to output in 1982 came from 
public consumption and from stockbuilding. Neither 
was particularly dynamic however. Public consumption 
growth was less than in 1981 and reflects the continuing 
attempts by governments to reduce government expendi- 
ture either as one way of reducing public sector 
borrowing requirements or, in some cases, as part of a 
long-term objective to reduce the size of the government 
sector. 

The contribution of stockbuilding to output growth 
was a bit less than forecast, but most of the increase took 
place in the first half of the year: in the second half there 
was a large amount of de-stocking as export growth 
decelerated sharply and the prospects of a sustained 
recovery evaporated. 
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CHART 1.1.1. 


ACTUAL GROWTH AND FORECAST RECOVERIES OF REAL GNP IN 
SEVEN MAJOR OECD COUNTRIES 
(Percentage change from previous half-year, seasonally adjusted at annual rates) 
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Source: OECD, Economic Outlook, Paris. The actual changes in GNP/GDP are taken from 
Number 32 (December 1982). The forecasts are from successive issues starting with Num- 
ber 25 (July 1979). The first point of each forecast-line is the estimate for the current 
half-year when the forecast was made (i.e. 1979 I is the estimate for the first half of 1979 
in the forecast of July 1979). 


a) United States, Canada, Japan, Germany.F.R., France, United Kingdom and Italy 


(last three GDP, rest GNP). 


The prospect of recovery in the United States receded 
in the third quarter, when GNP growth dropped to 0.2 
per cent from 0.5 per cent in the second, and disappeared 
with a fall in the last quarter. There was no sharp 
increase in consumers’ expenditure following the mid- 
year tax cuts and after a small increase in stocks in the 
third quarter, destocking was resumed at a fairly high 
rate in the closing months of the year. 

The disappointing performance of total output growth 
has of course meant a continuing increase in unemploy- 
ment, which in western Europe ranged between 3 and 12 
per cent of the total labour force in 1982 and in the 
United States was nearly 10 per cent. There are signs 
that because of the length of the recession unemployment 
is now beginning to rise among workers in the central age 
groups and that it is now hitting regions, industries and 
occupations that hitherto have been relatively immune. 


With these very high losses of output and jobs it is at 
least something that the rate of inflation has been 
generally falling and, in some countries, quite sharply. 
In 1982 the average rate of increase in consumer prices in 
western Europe was just over 9 1/2 per cent compared . 
with 11 1/2 per cent in 1981: in the last quarter of 1982 
the average rate was down to about 8 1/2 per cent. This 
latter rate, however, 1s still some way above the lowest 
rate achieved between the two oil shocks. In the United 
States the inflation rate has decelerated more quickly 
than in Europe: in 1982 it was down to 6 per cent (from 9 
1/2 per cent in 1981) and in the last quarter was about 4.5 
per cent. 

The situation in western Europe at the beginning of 
1983 is highly reminiscent of that a year ago - levels of 
output are similar and once again the forecasts are for 
modest recovery. The forecasts aggregated in table 1.1.1 
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TABLE 1.1.1 


Changes in west European GDP and its components, 1981-1983 
ee В 


ee ee ee Ee ae ie 


Percentage Contribution to the 
change change in GDP* 
1981 1982 1983 1981 1982 1983 


A. Four major economies? 


Private consumption 0.4 0.0 0.3 0.23 0.02 0.18 
Public consumption 1.6 1.2 0.02 10.278 #10020) отб 
Gross fixed investment ЕН в: 25 05 -069 -049 0.10 
Change in stocks ; | 2 hk GIO OO Ne BO. 
Exports, goods and services 51 ].5 2.3 1.36 0.43 0.64 
Imports, goods and services —0.1 1.8 ot 0.02 —0.47 ~0.45 
GDP at market prices -0.4 0.3 О о о 53 
В. Nine smaller economies 
Private consumption —0.7 —0.1 —0.8 — 0.37 — 0.06 — 0.47 
Public consumption 2.0 2 1.4 0.39 0.23 0.29 
Gross fixed investment —4.4 —4.4 —0.8 — 0.96 —0.92 —0.16 
Change in stocks “ee и ee 58 — 1.85 0.54 0.29 
Exports, goods and services 2.8 1.2 2.8 1.25 0.55 1.29 
Imports, goods and services Sh 1.5 1.2 ПОДИ —0.64 —0.51 
GDP at market prices — 0.2 80.3 0.7 20.245 050 0.73 
| С. Total western Europe4 
Private consumption 0.1 0.0 0.0 0.08 0.00 0.01 
Public consumption 1.7 he И 0.30 0.21 0.20 
Gross fixed investment = —3 0.2 — 0.76 — 0.60 0.03 
Change in stocks er ae 25 wis 1:67 0.58 0.16 
Exports, goods and services 7 43 1.4 2 1.33 0.46 0.80 
Imports, goods and services - iis) 1.7 1.5 0.31 — 0.51 — 0.47 
GDP at market prices y= 04 0.1 0.6 =(0.3)7/ 0.14 0.60 


Sources: National statistics. List of sources of 1983 forecasts is given in the Appendix to section 1.2. 


г The component contributions may not always add up to the total GDP change because of rounding. A further discrepancy in 
1983 is due to statistical discrepancies in the original national accounts of the Federal Republic of Germany and the United 


Kingdom. 


> France, the Federal Republic of Germany (GNP), Italy and the United Kingdom. 


© See list in table 1.2.1. 
4 13 countries. 


(country detail by variable will be found in section 1.2) 
actually imply an even more moderate recovery in 1983 
than had originally been envisaged for 1982. Fixed 
investment is forecast to stop falling in the larger 
economies, but not in the smaller ones, mainly because of 
some recovery in housebuilding. Some improvement in 
export growth is forecast and with stagnant imports the 
net contribution to GDP growth from the trade balance 
is relatively large (particularly in the smaller econo- 
mies). Stockbuilding contributes about one quarter of 
total GDP growth. Public consumption 1s again forecast 
to be stronger than private consumption, particularly in 
the smaller economies. Such a weak pace of recovery 
(under one per cent GDP growth in western Europe) will 
mean a continuing rise in unemployment, but also 
continuing wage restraint and a further fall in the rates of 
inflation. 

In the United States the Administration has forecast a 
growth rate of GNP for 1983 of 2.9 per cent with an 
acceleration in the second half of the year. Between the 
fourth quarters of 1982 and 1983 GNP is forecast to 
rise by 4.7 per cent, with a strong recovery in house 
building. 

Before appraising the short-term outlook in the light of 
these, mainly official, forecasts it is important to discuss 
the nature of the present recession in rather more general 
terms as well as some of the policy assumptions on which 
most of the forecasts rest. 


1.1(ii) A double recession 


In the post-war period up to the 1970s economic 
developments were largely determined by demand 
factors. During the last decade, however, disturbances 
have mainly come from the supply side and monetary 
factors have increasingly influenced the state of econom- 
ic activity. 

In a slightly stylized interpretation of the present 
recession, the origin of the downturn can be located in 
1979-1980 with the sharp increases in oil prices and, toa 
lesser extent, in non-oil commodity prices. There are 
mainly two channels through which these price shocks 
from the supply side have influenced economic activity 
in the industrialized countries. The immediate effect 
was a rise in production costs, which resulted in a 
squeeze of profit margins. The well-known consequence 
of these cost disturbances was an acceleration in the rate 
of inflation with a subsequent curb on output growth and 
an increase in unemployment. The impact on output was 
not as abrupt as during 1974-1975, partly because the 
second round of oil price increases was stretched out over 
a period of one-and-a-half years from the end of 1978. 
The timing of the effect on production was somewhat 
different in the United States and in western Europe. In 
the United States industrial production did not grow 
after the first quarter of 1979, while the downturn for 
western Europe as a whole, and for most individual 
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countries, came in the second quarter of 1980. Countries 
on both sides of the Atlantic experienced a short period 
of stagflation during which both inflation and unemploy- 
ment increased (see below sub-section (iii)). The second 
channel through which the rise in raw material prices 
had an effect on the supply side was through the squeeze 
on profit margins which restrained fixed investment and 
hence the growth of capacity. 

A change in the relative prices of raw materials of the 
size that actually took place requires considerable 
adjustments in the structure of prices and production. 
On the side of prices, it should lead, above all, to changes 
in real wages in order to ease the pressure on profits 
caused by the sharp increases in input prices (in practice 
this would mean the rise in nominal wages lagging 
behind productivity growth); on the side of production it 
implies the restructuring of production and employment 
between different branches of the economy. Thus, as a 
result of shocks on the supply side, the short-run cyclical 
problem of the recession became interwoven with the 
long-run problem of structural adjustment. 

An explanation of the present recession cannot 
overlook the special role that economic policy has played 
in shaping the direction and pattern of economic 
developments. Since the outset of the second oil shock, 
economic policies, by aiming primarily at the reduction 
of inflation, have been generally pro-cyclical, not 
supporting but restraining economic activity in the 
downswing. The strategy, particularly in the major 
countries, has been to set targets for money supply 
growth which are less than the expected rate of inflation 
leaving no room for real growth. This has meant a 
demand restraint on economic activity in addition to the 
squeeze on supply caused by the increase in raw material 
prices. 

The effect of the monetary factor on the trade cycle 
could be a stabilizing one if monetary policy were 
counter-cyclical: restraint during the boom and ease 
during the slump. If there is a direct positive relation 
between interest rates and the level of economic activity 
and which is not subject to any lags, interest rate 
movements would lessen the amplitude of the cycle 
without altering its fundamental character. But if 
monetary policy is pro-cyclical then the monetary factor 
becomes active in shaping the cycle. Shortage of money 
is capable not only of dampening the upswing but also of 
putting it into reverse. The money supply limits or 
prevents increases in nominal income and this leads to a 
slowdown or contraction in economic activity, which in 
turn has further cumulative consequences because 
investment is unlikely to be maintained unless economic 
activity is rising. Monetary policy did not accommodate 
the inflationary forces set in motion by the increase in 
raw material prices in 1979-1980. Consequently, the 
money supply set a ‘ceiling’ to movements in economic 
activity and eventually triggered a downturn. 

The present downturn in production started in North 
America and western Europe in the second quarter of 
1980. The fall was steeper in the United States than in 
western Europe, and this was also reflected in the annual 
changes in real GDP. In 1979 GDP growth in the 
United States was 2.8 per cent and in western Europe 3.5 
per cent ((аЫе 1.2.1). In 1980 growth was still 1.6 per cent 
in western Europe, but there was a decline of 0.4 per cent 
in the United States. While the drop in output was 
steeper in the United States it was also shorter, lasting 
only two quarters; in the fourth quarter industrial 
production was already 4.4 per cent (seasonally adjusted) 
above the third quarter. The recovery continued into the 
first quarter of 1981 but then stagnated and a new 
downturn started in the last quarter. In western Europe 


output declined through most of 1980. In the last quarter 
the fall in industrial production was still 0.6 per cent 
(seasonally adjusted). At the beginning of 1981 there 
were signs of a hesitant recovery but, in fact, the decline 
continued until the last quarter when there was a brief 
respite until the first quarter of 1982. The decline in 
output started again in the second quarter. For 1982 as a 
whole the estimated fall in west European industrial 
production is 1-2 per cent. In the United States the fall 
was much larger than in Europe (8 per cent). The greater 
variability of economic activity in the United States than 
in Europe is also reflected in the annual change in real 
GDP in 1982. This shows a fall of nearly 2 per cent in the 
United States compared with virtually stagnant GDP in 
western Europe (0.1 per cent increase in 1982). — 

The recovery from recession, which on the basis of 
previous experience should have followed the downturn 
within a year or two, did in fact appear in the United 
States and western Europe. The upturn was somewhat 
stronger in the United States but it petered out within a 
year. In western Europe output stagnated, with some 
fluctuations, from the beginning of 1981 into the first 
quarter of 1982. A second recession was then superim- 
posed on the first which resulted on both sides of the 
Atlantic in a renewed fall in output during 1982. Behind 
these movements of economic activity there were 
corresponding fluctuations in the expectations of enter- 
prises as regards short-term cyclical developments. 
Chart 1.1.2 shows how industrial opinion has moved in 
the European Economic Community since 1979. After a 
continuous decline from mid-1979, industrial confidence 
improved during the second part of 1981, remained 
stable from January to May 1982 and then weakened 
again from June. 

The monetary character of the second recession is easy 
to recognise. Stringent monetary policy was reflected in 
sharply rising nominal interest rates from 1979 and, 
although the inflation rate increased, the real rate of 
interest also tended to grow. By 1981 real long-term 
interest rates in most countries had risen by several 
percentage points from the levels ruling between 1974 
and 1978 (table 1.2.9). In 1982 real rates remained high 
or, as in the United States and the United Kingdom, 
increased further. Partly under the influence of high and 
rising real interest rates, investment prospects weakened 
during 1981-1982: fixed investment dropped in 1982 in 
western Europe by 2-3 per cent and by over 5 per cent in 
the United States. Changes in stockbuilding were also 
adversely affected by high interest rates and the expected 
upturn in the stock cycle was weaker than expected. 

The monetary factor did not only contribute to the 
second recession by restricting private investment 
demand within national economies. The international 
banking system as a whole began to show signs of 
fragility which led to the emergence of new forces of 
contraction in the world economy, with a negative 
impact on developments in the industrialized countries. 

After the first oil shock in 1973-1974 the import 
growth of the developing countries was a highly dynamic 
element in world trade at just the moment when imports 
into the developed market economies were showing signs 
of weakness. The balance of payments deficits of the 
non-oil developing countries continued to increase but 
these were easily financed through the international 
capital markets. The second round of recycling the 
balance of payments surpluses of the oil exporting 
countries began in 1979. The financial flows through the 
international markets provided the necessary financing 
for the growing deficits of the non-oil developing 
countries. These countries were thus able to continue to 
increase their imports faster than their exports and 
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CHART 1.1.2 


INDUSTRIAL CONFIDENCE iNDICATOR, 1979—1982 а) 
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1979 1980 


1981 1982 


Source: Commission of the European Communities, European Economy, Supplement B, NO 1 


January 1983 


a)Composite indicator of production expectations, stocks of finished products and order books 
for the EEC countries less Greece. The indicator is an average of the net balances (differences 
between the percentages of respondents giving positive and negative replies, with the sign inver- 


ted for stocks). 


support economic activity in the rest of the world. In 
1981 the oil-exporting countries’ surpluses fell sharply, 
but international bank claims still continued to expand 
and at only a slightly lower rate than in 1980. The decline 
in oil exporters’ deposits were offset by funds from the 
financial markets in industrial countries. With the 
support of international credit expansion the non-oil 
developing countries could still increase the value of their 
imports by 12 per cent in 1981. Although most of this 
import growth was from the other non-oil developing 
countries, imports from the developed market economies 
also grew by some 9 per cent. In 1982 the non-oil 
developing countries’ capacity to import was however 
drastically affected by falling commodity prices, rising 
debt service payments and, above all, by the shrinking 
availability of external credit. The value and volume of 
their imports declined, particularly during the second 
part of the year. External financial difficulties also led to 
cutbacks in the imports of the east European countries 
(from the market economies the decline in volume was 14 


per cent). These cuts in imports added further deflation- 
ary pressure on economic activity in the industrialized 
countries. 

The precarious international financial situation is 
characterized by a sharp increase in the number of 
countries which have or are likely to resort to debt 
rescheduling, as well as of private borrowers who have 
fallen into difficulties. On the side of the banks, 
increased provisions for losses on loans have become 
necessary. Аз а result the overall volume of international 
bank lending slowed down noticeably in 1982. This is 
reflected in a sharp drop in lending to the non-oil 
developing countries and to the centrally planned 
economies. 

After an over-expansion of credit by the international 
banking system, the stage was reached in 1982 when 
confidence was beginning to break down and scarcity of 
credit began to have a further restrictive effect on 
economic activity. Monetary factors did not only help to 
start the second recession in the developed market 
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economies in 1982 but also, through the international 
banking system, deepened it by making the current 
recession world wide. 


1.1(iii) The problem of inflation 


It is evident from chart 1.1.3 that during the last four 
years the economies of western Europe have been going 
through the second inflationary cycle since the early 
1970s. The downswing has lasted two years and the 
prospects are that a third year will follow with a further 
slowdown in the rate of inflation and still greater 
unemployment, During the current year, the previous 
trough in the inflation rate, in 1978, will most probably 
be equalled (in the United States the inflation-unemploy- 
ment line has been similarly moving towards the 
previous lowest inflation rate which was in 1976). For 
most of the period an inverse relationship has existed 
between the rate of inflation and unemployment, except 
for those few years when (short-run) stagflation pre- 
vailed, with simultaneously rising inflation and unem- 
ployment. This can be interpreted as indicating that 
rising aggregate excess supply, reflected in lower 
utilization of productive capacity, has reduced inflation 
even if the process has been rather protracted. In 1983 
inflation is being pushed back further and its rising trend 
since the latter half of the 1960s seems to be breaking. 
This is happening while unemployment is still rising 
from the low levels attained in the mid-1960s. 

As to the objective of reducing inflation, the restrictive 
stance of economic policy, adopted in most industrial- 
ized countries after the second oil shock, has met with 
some success but at a high cost in terms of lost output and 
unemployment. The dominant view behind the anti- 
inflation policy has been that it should aim directly at 
inflation and, by eliminating it, create conditions for 
progress towards full employment without inflation.' If 
this view is still seriously held by policy makers, a 
difficult policy problem presents itself because inflation 
is still high in comparison with the very moderate rates in 
the 1960s. In this time perspective, long-run stagflation 
has not yet been overcome and, therefore, the restrictive, 
anti-inflationary stance of economic policy should 
continue, otherwise, according to the above policy view, 
sustained economic growth would not be possible. 
However, there are signs that in this respect policy 
approaches have been softening: for example, in the 
Federal Republic of Germany, the Federal Government 
states in its report to the Parliament: “Тре prime target 
of the Federal Government is the fight against unem- 
ployment and the return to a dynamic self-generating 
economic growth.” In the United Kingdom the Chan- 
cellor of the Exchequer has stated that, as a consequence 
of rapidly falling inflation and interest rates, money in 
the narrow sense might grow rather more rapidly.? 

More concretely and more importantly, it should be 
noted that in the United States both monetary and fiscal 
policy had already eased in 1982. Since July 1982, the 
Federal Reserve has made it clear that it would be 
flexible in interpreting its monetary targets and would 
tolerate overshooting. As regards fiscal policy, the 
estimates made by the OECD indicate that budgetary 
changes were expansionary in 1982 and will continue to 
be so in the current year.* 


'See Economic Survey of Europe т 1981, pp. 68-71. 

* Jahreswirtschaftsbericht 1983 der Bundesregicrung, Deutscher Bun- 
destag 9. Wahlperiode, Drucksache 9 2400 р.10. 

‘Sir Geoffrey Howe pledges flexible approach to UK monetary 
policy”, Financial Times, 22 October 1982. 

*OECD Economic Outlook, 32, December 1982, table 9, р.24. 


The seriousness of high and rising unemployment 1s 
one of the main factors pressing governments to adopt 
less restrictive policies and even to undertake action to 
stimulate economic activity. The apparent decline in 
inflation is also encouraging a change in policy empha- 
sis. There are several factors at work in the present 
phase of the downswing in economic activity which 
would continue to reduce inflation further, even during 
the initial stages of a revival:° 


Existing conditions of large excess supply in the goods and labour 
markets would, as such, dampen inflation; 

Inflationary expectations are on the decline, and presumably lagging 
behind the actual fall in inflation; 

The inflationary pressure from international commodity markets will 
not flare up if the revival is moderate: 

Strong productivity increases, with little new employment during the 
early stage of the revival, would hold down the cost-push pressures on 
prices. 


Inflationary expectations are the critical and also most 
uncertain element in the inflationary process. Their 
sensitivity to actual inflation, to policy announcements 
and policy changes, to shock-like disturbances such as 
large devaluations, and to other economic, social and 
political events are difficult to assess. One may, 
however, presume that the slowing down in the rate of 
inflation, well publicized in various media, may have had 
a considerable downward impact on expectations in the 
course of the last two years or so. Some suggestive 
support for this view can be derived from the develop- 
ments shown in chart 1.1.4. The change has not been 
dramatic, indicating that these expectations are ‘sticky’ 
in adjusting to the reduced rate of inflation. 

There is ample empirical evidence that raw material 
prices are rather sensitive to shifts in the general demand 
and supply situation in the industrialized countries, as is 
also obvious from their decline during the present 
recession. Even oil prices have been reacting to falling 
demand after showing at first a definite downward 
stickiness. The possibility of an upturn in raw material 
prices, if economic activity in the industrialized coun- 
tries revives, 1s real and this may slow down or halt an 
otherwise falling rate of inflation. Raw material prices, 
however, may not be an independent source of a new 
inflationary upsurge unless for some reason speculative 
booms or supply disruptions develop in raw material 
markets. 

Past experience shows that productivity tends to rise 
relatively fast in the beginning phase of a cyclical revival 
because there is slack productive capacity, including 
hoarded labour, which can be quickly put back into use. 
This special feature of a revival becomes weaker the 
longer the recession lasts because more plants are closed 
down, more capacity is scrapped and there is less 
hoarding of labour. 

The underlying inflationary cost pressure from the side 
of wages has become less severe but it still remains an 
important factor т sustaining inflation at present levels. 
The weakness in the labour markets with rising 
unemployment will reduce further the rate of increase of 
nominal wages, but the deceleration seems to be slow. In 
the industrialized market economies of western Europe, 
the annual rate of wage increase is still not much below 
10 per cent on the average, and if productivity growth 
stays low a considerable inflationary push will persist. A 
revival, assuming that it was accompanied by productiv- 
ity gains would, of course, in the short run weaken this 
cost push effect on inflation. However, unless there is a 
strong upturn in real capital formation together with a 
general revival of output, a ceiling of low, ‘true’ 


‘See Economic Survey of Europe in 1981, pp. 74 75. 
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CHART 1.1.3. 


INFLATION AND UNEMPLOYMENT IN WESTERN EUROPE 
AND THE UNITED STATES 


Source: OECD, Main Economic !ndicators. Paris (monthly) and EUROSTAT, 


Employment and Unemployment. 
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CHART 1.1.4. 


INDEX OF CONSUMER EXPECTATIONS OF PRICE INCREASES OVER THE 
NEXT TWELVE MONTHS 


(1975=100) 


Annual observations, 1977—1982 
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Source: Commission of the European Communities, Supplement С of the European Economy, 
December 1982 and prior issues. The index is a weighted average of consumer expectations in 
Belgium, Denmark, Federal Republic of Germany, France, Ireland, Italy, Netherlands and 


United Kingdom 


productivity growth would be approached very quickly 
and, thus, new inflationary cost pressure might re- 
emerge even though wage inflation itself may continue to 
fall as a consequence of high unemployment. 

The slow growth of output since the mid-1970s has 
been reflected in the development of productive capacity 
and potential productivity. The following estimates 
indicate the strength of the slowdown in potential 
productivity in manufacturing industry: 


Potential productivity growth in manufacturing industry 


1965-1973 1973-1982 


(Рег cent рег annum) 


Western Europe? . . . 5.1 Shi) 
Canadayis Zire: ae 3.0 Dp) 
United) States ae 2.8 2.8 


Note: For the method of estimation, see Economic Survey of Europe in 1981, pp. 63-65. 


* Austria, Finland, France, Federal Republic of Germany, Italy, Norway, Sweden, United 
Kingdom. 


The productivity ceiling has been falling except in the 
United States where it already was low before the 1970s. 

‘It is a widely held view that a recovery from recession 
might encourage wage earners to try to catch up with 
their long run targets for real earnings as well as with the 
earnings of other, stronger groups of workers. This 
catching-up phenomenon might contain the potential for 
setting off a cumulative wage-wage spiral. However, in 
the event that employment would only react, as is usual, 
with a considerable lag to an upturn in activity, the 
situation in the labour market would hardly encourage 
catching-up effects in the early stages of the recovery and 
would therefore keep this inflationary factor under 
cover. As to wage earners’ long-run targets for real 
earnings, a recent study suggests that during the last 
decade there might have been a tendency (in the OECD 
countries) to revise these targets slowly downwards and 
more into line with lower output growth.® 


° О. Grubb, В. Jackman and В. Layard, “Causes of the Current 
Stagflation”, Review of Economic Studies, 1982, pp. 720-723. 
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CHART 1.1.5. 


THE SHORT-RUN TRADE-OFF BETWEEN INFLATION 
AND UNEMPLOYMENT IN WESTERN EUROPE 


0 UNEMPLOYMENT 
IN 1978 


Short run stagflation seems to have shifted the trade- 
off curve between inflation and unemployment (the 
Phillips curve) outwards. In western Europe these shifts 
occurred in 1974-1975 and in 1979-1980 when sharp 
increases ш import prices gave a strong push to inflation 
(see chart 1.1.3). One way of defining the basic policy 
issue now confronting the industrialized countries is to 
consider the possibility of shifting the curve inwards 
again. 

If a revival does take place sometime during 1983, it 
will probably not be supported by very strong expansion- 
ary policies: it would rather take place in the framework 
of some easing of the restrictive stance of policy. With 
some exceptions, fiscal policies will not be expansionary’ 
because in a great many countries there is a general 
commitment to lower government deficits; hence, most 
of the relaxation might be limited to a more flexible 
implementation of monetary policies, as in the United 
States. 

With this prospect for general economic policies, it 1s 
unlikely that a revival would be anything but a very 
moderate one. The risks of a new flare-up of inflation 
would remain very small indeed in such conditions. A 
weak recovery would also mean that the market 
economies would not move very far back towards full 
employment, and would not even reach the “non- 
accelerating inflation rate of unemployment” (or 
NAIRU), the rate of unemployment at which the rate of 
inflation remains constant. 


7 See OECD, Economic Outlook, December 1982, table 9, p.24. 


THE UNEMPLOYMENT RATE 
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UNEMPLOYMENT 
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In chart 1.1.5, the stylized downward sloping trade-off 
curves (for western Europe) are drawn for the two 
periods 1976-1978 and 1981-1983, when unemployment 
was on the rise and inflation on the decline. The 
question is whether the expected recovery would actually 
bring forth a movement of the trade-off curve from its 
1981-1983 position back to its position in 1976-1978. (In 
the United States the question is whether the inflation- 
unemployment loop swings back below the line for 1976- 
1978 and towards the origin. See chart 1.1.3.) 

The above-mentioned concept of the ‘“‘non-accelerat- 
ing inflation rate of unemployment” varies from one 
country to another and over time. Not many numerical 
estimates of this rate are available for different coun- 
tries. One estimate for the United States sets it as high as 
7.9 per cent with allowance for reasonable expectations 
of inflationary shocks.’ If this estimate is roughly 
correct, there would be room in the United States to 
lower the present unemployment rate (over 10 per cent) 
by some 2-3 percentage points without the risk of a flare 
up of inflation, and it could be somewhat more if 
inflationary shocks could be ruled out. For western 
Europe the rate might be lower, since unemployment in 
Europe has been lower than in the United States 
throughout the post-war period, but it may have been 
drifting upwards lately. The present recession has lasted 
a fairly long time and, consequently, the structural 
adjustment mechanism has slowed down. Therefore, 


8 Otto Eckstein, Core Inflation, p.104, Prentice Hall, Inc., Englewood 
Cliffs, New Jersey. 
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bottlenecks may reappear earlier than in past recoveries. 
If bottlenecks manifest themselves in sectors of the 
economy where prices are relatively flexible upwards, 
some prices may start accelerating and spread to other 
sectors and thus put an end to the slowdown or 
stabilization of the rate of inflation. In 1978, when the 
inflation rate was at its low point after the first oil shock, 
the unemployment rate in western Europe, on average, 
was less than 6 per cent. It is plausible that the “non- 
accelerating inflation rate of unemployment” may have 
climbed even higher than the 1978 rate of unemploy- 
ment. It would then be impossible to shift the trade-off 
curve in one go back to its 1976-1978 position without at 
least some acceleration in the rate of inflation. If 
economic policies do not provide active support to an 
eventual recovery, it is most unlikely that the danger 
zone would be approached where the risk of new 
inflation was imminent, unless fixed investments recov- 
ered and turned the recovery into a boom. 

The uncertainty concerning the problem of inflation 
during a recovery of economic activity reduces to the 
general question of how changes in nominal GNP are 
divided between prices and quantities. This division 
presumably varies over time and across countries and is 
different during upswings and downswings. A recent 
study’ on the responses of prices and real output tonominal 
GNP changes in the United States finds uniformly high 
responses of real output and low responses of prices. The 
same study provides evidence of short run inertia in price 
setting behaviour. The results of this study support the 
notion presented above that, in a recovery with rising 
nominal GNP, most of the increase would represent a 
recovery in real output. 

The preceding discussion of the nature of the recovery 
suggests that the actual development of inflation and 
unemployment might follow a course such as the one 
depicted by the arrowed line in chart 1.1.5, if recovery 
were strong enough to lower unemployment to the rate 
that prevailed in 1978. 

At the present time there are no definite signs that a 
recovery might begin soon, although many forecasters 
are predicting that it will occur in 1983. Since 
predictions of recovery have often proved wrong during 
the present recession (see chart 1.1.1), recovery may not 
come about as expected for the reason that the prolonged 
recession may have created a general business climate 
which is not very favourable to the prospects of 
recovery. If deflation were to continue, a further fall in 
the inflation rate would be experienced, but the chances 
of the market economies being able to avoid for very long 
a renewed upturn of inflation during an eventual 
recovery would be smaller than now. Declining invest- 
ment and slower structural adjustment would increase 
the inflexibility of the supply side, and would create 
bottlenecks and other supply deficiencies which might 
easily rekindle inflation when aggregate demand ex- 
pands. Supply-side efficiency can best be fostered in 
circumstances of growth sustained by strong, real capital 
formation. 

It is possible that the decline in inflation in the near 
future will be faster than is presently expected. In 
particular, a downward shock to prices might come 
about if there is a large drop in the price of oil. But the 
fall in the underlying (or core) rate of inflation would not 
be as large. There are several elements of a longer run 
nature among the factors influencing inflation (which 
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may be partly hidden by changes in the conventional 

price indices): 

It was suggested above that, although the potential catching-up effect 
on wages may have become weaker during the prolonged recession, 
some increase in wages may still be due to this effect when recovery 
gets under way. The same tendency may also exist among firms 
which, after the recession, may try to recover some of their lost 
profits by raising prices.'° 

The recession has depressed raw material prices to levels at which they 
are below the production costs of many commodities. This has 
discouraged investment and compromised future supply and, thus, 
lowered the level of demand at which prices could rise again. OECD 
estimates that the fall in raw material prices may have accounted for 
1-2 percentage points of the recorded deceleration in OECD 
consumer prices and, hence, measured inflation may be understat- 
ing, due to this factor alone, the underlying rate by the same 
amount.!! 

The so-called “misalignment” of exchange rates may also lead 
measured inflation to either understate or overstate the underlying 
rate in individual countries if not on the global level. In particular, 
the overvaluation of the US dollar has held down prices in the United 
States and when the dollar misalignment eases the recorded US 
inflation rate may rebound. The strength of the dollar may also have 
had a dampening influence on raw material prices. One empirical 
study claims that the real price of primary commodities (in relation 
to prices of manufactures) is reduced by a dollar appreciation.'*In 
the case of the Federal Republic of Germany, the measured inflation 
rate may have overstated the underlying rate due to the misalignment 
effect in the other direction.!? 


The inertia in the response of inflation to deflationary 
forces (especially in the response of the underlying 
inflation rate, which may have stayed 1-2 percentage 
points above the recorded global rate of inflation) has 
been clearly evident during the current recession. If the 
current deflationary forces, whether induced by policy 
actions ог by the recession, are allowed tc continue to 
influence general economic developments, then depres- 
sion or even a Serious disruption in the functioning of the 
economic system might appear before the inertial 
inflation finally gives way. In the final analysis, it is a 
matter of political choice whether countries are willing to 
pay this high price for beating inflation. However, the 
growing political support within and outside govern- 
ments for action to stimulate economic activity suggests 
that there is growing awareness of the great risks now 
involved in persistently holding on to restrictive anti- 
inflationary policies. 

The above analysis has attempted to convey the view 
that rising inflation is not a necessary concomitant to 
expanding productive activity and that, in the present 
depressed economic circumstances, the risks of that 
happening are very minor indeed. It is simply not true 
that expansionary demand policies are always inflation- 
ary. There have been periods in the past when demand 
policies have led to rapid growth combined with low or 
declining inflation.'* In 1952 the annual rate of inflation 
in western Europe was 6.5 per cent, while the GNP 
growth was 1.9 per cent; during the following three years 
inflation varied between 0.6 per cent and 2.5 per cent, 
while the GNP growth rate remained high and varied 
between 4.4 per cent and 6.5 per cent. To take another 
example: in the United States, the rate of inflation in 
1961 was 1.1 per cent and the GNP growth 2.6 per cent; 
during the following four years inflation remained low - 


'' See Economic Survey of Europe in 1981, p.74. 
'T OECD, Economic Outlook, No.32, December 1982, p.46. 
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in the range of 1.1 to 1.7 рег cent - while output fluctuated 
between 4.0 and 6.0 per cent. 


1.1(iv) Policy approaches 


| After the second oil shock, the main burden of anti- 
inflation policy has been borne in most industrialized 
countries by monetary policy. This emphasis is based on 
the doctrine that inflation is basically a monetary 
phenomenon and, therefore, monetary policy should be 
the main means of eliminating it. More specifically, it is 
held that the rate of increase in money supply should be 
reduced so as to accommodate only real growth. By 
restraining the growth of the money supply, it is argued, 
the rate of increase of nominal incomes and aggregate 
demand will be reduced relative to output and this will 
create favourable conditions for curbing inflation. 

The more extreme version of the doctrine has asserted 
that a policy of following a strict monetary rule would 
have no impact on real output, and so the inflation rate 
would respond contemporaneously and proportionately 
to anticipated changes in money supply. This version of 
the doctrine has, however, been refuted by actual events 
during the last few years when monetary policies in many 
countries have followed the announced targets for money 
supply growth: real output has responded quite strongly 
to monetary restraint. The proposition is based on 
several theoretical assumptions relating to expectations 
(the rational expectations hypothesis), the spread of 
information on economic policy and other economic 
developments, and price formation. This is not the place 
to discuss the importance and relevance of the rational 
expectations hypothesis, which has had such a powerful 
influence on macroeconomic research and policy in the 
1970s and has raised the highly important policy issue of 
how expectations and behaviour in the economy are 
affected by policies — expected or actual. In this 
connexion, it should only be stressed that the assumption 
of perfect market clearing, i.e. that prices are flexible, 
responding immediately to excess demand or supply in 
the markets, does not stand up well to empirical 
analysis.!° 

The implementation of a strict money growth rule to 
support a recovery and expansion of economic activity 
after a severe recession, with remnants of inflation still 
present, runs into a number of problems which have their 
roots mostly in the premises of the prevailing policy 
doctrine itself. First of all, if the real world were to 
behave and react to changes in the money supply in the 
way that the doctrine presupposes it would mean that 
every increase in the rate of growth of money would be 
accompanied by an acceleration in the rate of inflation. 
This direct link between money and inflation was widely 
propagated by the protagonists of the doctrine when 
inflation was being squeezed by monetary means and It 15 
plausible that in many countries the public may still 
regard an increase in the growth of money supply as a 
sign of worsening inflation. Therefore, an increase in the 
money supply necessary to accommodate a revival of real 
output might raise inflationary expectations and, hence, 
the rate of inflation. If it was appropriate to stress this 
link when the priority was to beat inflation, it is equally 
important now that it is played down by the authorities. 
Otherwise, the upswing in economic activity might at a 
very early stage be cut short by a rise in inflation. 
However a more flexible monetary approach is now 
evident, for example, in the United States where it has 
been argued that “... the economic significance of any 
particular statistic we label ‘money’ can change over time 
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- partly because the statistical definition of money is itself 
arbitrary and the components of the money supply have 
differing degrees of use as a medium of exchange and 
liquidity... We have to try to disentangle the temporary 
and cyclical from persistent trends in relationships 
among different measures of money and inflation and 
economic activity ... the economic environment in which 
we set policy — or policy itself —- cannot be condensed into 
a simple, one-dimensional statement”.!¢ 

Another underlying assumption of the doctrine is that 
the velocity of money remains essentially constant. 
However, when the economy goes through a prolonged 
recession accompanied by increasing uncertainty about 
the future and a general loss of confidence, the liquidity 
preference of the public may be strengthened and lead to 
a greater demand for money relative to national income. 
This would be reflected in a fall in the velocity of money. 
This is what happened in the United States in 1982. The 
velocity of M, remained nearly constant from 1961 to 
1981, but in 1982 it fell by 6 per cent on a fourth quarter 
to fourth quarter basis. Clearly, there is a great deal of 
uncertainty concerning the development of velocity. 
*Strictly speaking, inflexible monetary growth rates are 
appropriate only if the trend in income velocity is 
constant or has purely random disturbances.”!’ During 
an economic recovery, on the other hand, it is typically 
the case that there is a general increase in confidence in 
the economy and, consequently, the liquidity preference 
of the public may fall and this would be reflected in an 
increase in the velocity of money. If a strict monetary 
policy rule were followed an excessive increase in the 
money supply would appear and, in the event that output 
is not sufficiently responsive to the rise in aggregate 
demand, an increase in the rate of inflation might follow. 

In summary, one may conclude that the dominant 
view behind the recent practice of monetary policy is 
rather one-sided in emphasizing that inflation is a purely 
monetary phenomenon because real developments - falls 
in output and increases in unemployment - are also very 
much part of the process of bringing down the rate of 
inflation. Furthermore, the relationship between money 
and nominal income does not appear to be constant: it is 
broken by the variability of the velocity of money. 
Finally, changes in nominal income do not reflect only 
price changes: on the contrary, for the most part they 
reflect changes in real quantities. 

There seems to be a growing awareness among policy 
makers of the pitfalls involved in applying a strict rule for 
money supply. growth and of the problems encountered 
in adjusting monetary conditions to accommodate an 
economic recovery without inducing a new burst of 
inflation. However, caution would advise policy makers 
to carry out only piecemeal changes towards an easing of 
policy and not to attempt to push activity to an 
expansionary path by means of higher monetary growth. 
In other words, given such caution, one would expect in 
the near future only a slight relaxation of monetary policy 
without any rapid fall in real interest rates. , 

In the policy discussions in many countries, growing 
attention has been given to problems of supply, because 
the tools of demand management are no longer regarded 
as sufficient to cope with stabilization in a state of long- 
run stagflation. This greater emphasis on the need to 
raise the efficiency of supply has also tended to shift the 
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roles of monetary and fiscal policy. Previously it was 
thought that monetary policy should encourage and 
support investment, whereas fiscal policy should be 
sufficiently restrictive so as not to fuel inflation. 
According to the thinking behind recent economic 
policy, most clearly evident in the United States and the 
United Kingdom, fiscal policy is considered primarily as 
an instrument to increase the share of resources devoted 
to investment and to encourage savings, while price 
stabilization is left to monetary policy. These new aims 
for fiscal policy, however, may be difficult to achieve 
when general fiscal restraint is also being applied; many 
governments are actually seeking ways to reduce the 
growth in public spending and to increase government 
revenues. While supply side efficiency may be strength- 
ened by various fiscal measures without stimulating 
aggregate demand (for example, by reducing taxes on 
profits), the supply side alone may not react in the 
direction aimed at. Since the general character of fiscal 
policy will remain cautious, and even deflationary in 
most countries in 1983, supply side policies will hardly 
prove sufficient to move economies to a sustained growth 
path. 

It has been shown that there exists a fairly strong 
relationship between the growth of productivity and of 
output and that the direction of causation is basically 
from output growth to productivity.'® Since one of the 
principal factors behind productivity growth is invest- 
ment in new productive capacity, to stimulate invest- 
ment growth and, consequently, productivity growth, 
expansion in output should be encouraged. Improved 
profitability as such would, of course, provide a further 
inducement to invest. Hence, faster output supported by 
rising aggregate demand combined with higher profit- 
ability would in the medium-run provide for new and 
more efficient productive capacity. 


1.1(v) An appraisal of the short-term outlook 


According to the national forecasts made around the 
turn of the year the prospect for western Europe in 1983 
is for only a weak recovery in output, with aggregate 
GDP growth of less than one per cent. This recove 
would be based largely on public consumption, stoc 
building and an improved foreign balance. Total fixed 
investment is not expected to increase although the 
decline of the last two years should be halted, at least in 
the larger economies. The prospects of recovery in the 
United States is somewhat stronger: the Administra- 
tion’s forecast in early February was for year-on-year 
growth of 1.4 per cent in GNP with an acceleration 
through the year. 

Since these forecasts were made there has been an 
increasing flow of evidence that an upturn in activity is 
imminent, particularly in the United States. The United 
States Commerce Department has recently revised its 
estimate of first quarter growth in 1983 from 2 to 4 per 
cent to ‘at least 4 per сепг.!? However, it is difficult to 
point to unambiguous evidence of an upturn, particularly 
in western Europe, although some survey results are 
pointing to an improvement in business confidence. 
Expectations of both official and private forecasters 
have been changing very quickly since the beginning of 
the year in response to scattered and sometimes 
contradictory information: this reflects the difficulty of 
forecasting turning points with any precision. In the 
United States evidence for an upturn is much stronger, 
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but indications of its probable strength are much less 
clear. Recovery in the United States is more likely than 
in Europe since fiscal and monetary policies were relaxed 
in the middle of 1982. In most of western Europe there 
has not been a deliberate move to change policies 
towards securing an upturn and the modest growth 
indicated in the forecasts for 1983 reflects the weakness 
of the endogenous forces for recovery. 

Since these forecasts were made the price of oil has 
fallen and there is now the possibility of a still larger 
decline. The immediate effect of this will be to lower 
production costs and thus make productive activity 
potentially more profitable. In itself a 10 to 20 per cent 
fall in oil prices may not reduce total import prices by 
more than a few percentage points and hence the 
potential, lagged impact on output may not be much 
more than one half of one per cent a year. However, 
perhaps the most important consequence of the fall will 
be its general effect on expectations and on consumer 
and business confidence. Its effect in improving the 
general economic climate will derive in particular from 
its impact both on the actual rate of inflation and on 
inflationary expectations. Since 1973 the rise in oil 
prices has probably had a symbolic significance for 
expectations out of proportion to its actual impact on 
measured inflation rates. For this reason a fall in oil 
prices may have a large and favourable psychological 
influence which is impossible to quantify but which, 
through its effect on expectations, may reduce the 
general uncertainty surrounding the possibility of recov- 
ery. This might provide the decisive push towards 
recovery in western Europe and strengthen the upturn 
that already appears to be under way in the United 
States. However, in the near future there is bound to be 
uncertainty as to whether such a fall in oil prices is likely 
to be sustained. 

Such a development would encourage a stronger 
growth of private consumption and induce a decisive 
turnaround in stockbuilding which has failed to appear 
so far. 

However, the outlook for fixed investment is much less 
clear and this leaves the prospect of a sustained recovery 
in doubt. The potential for higher investment undoubt- 
edly exists: technical progress is continuously opening up 
new opportunities and delays in structural adjustment in 
response to the sharp change in relative prices, which 
helped to instigate the present recession, have produced 
a backlog of desired investments. But the translation of 
this potential into actual investment is inhibited by high 
real rates of interest and by large margins of unused 
capacity. Any recovery must be strong enough to take up 
a considerable proportion of this slack and be ac- 
companied by a fall in interest rates before there is a 
reasonable probability of fixed investment assuming its 
traditional role of taking over the support of economic 
recovery. If this fails to occur the upturn will again be 
cut short. 

It was argued above that economic policies are 
unlikely to be changed in the near future: caution is likely 
to prevail in monetary policy, and in most of western 
Europe fiscal policy is currently set to be either neutral or 
restrictive. It is by no means clear that the endogenous 
forces for recovery will be strong enough to lead to a 
recovery in fixed investment. Therefore a change in 
policy will be needed. Such a change should not be borne 
by monetary policy because of the danger of a too rapid 
expansion of money and the consequent effects on 
inflation, although some easing is desirable in order to 
secure a fall in real interest rates. The main change 
should therefore be in fiscal policy, and the change 
should be open and deliberate and co-ordinated by the 
governments of the major European economies. 
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The need for a change in policy to be open and been devoted to protecting a number of traditional 
deliberate is important. Governments have found it very industries and thereby obstructing the longer-term 
difficult to cut their deficits in times of recession but requirements of structural adjustment. It is important 
these will anyway tend to fall automatically with a therefore that careful attention be given to the compo- 
recovery in economic activity. This in turn may loosen _ sition of any fiscal stimulus. 
the general fiscal restraint on governments and lead to The costs of another aborted recovery and of continu- 
the risk of revenue and expenditure policies which may _ing stagnation are potentially so high that governments 
not be appropriate for encouraging higher investment should use stimulatory fiscal policy to avoid such an 
and a more efficient productive capacity. А lot of outcome. At the present time the inflationary risk of 
government expenditure in the present recession has such a policy is small. 


1.2 OUTPUT AND DEMAND 


The world economy in 1982 proved to be very much 
weaker than had been anticipated by governments and 
international organizations at the start of the year. 
Expectations were not in fact excessive: in western 
Europe the official national forecasts at the turn of the 
year were for a gradual but modest recovery of output 
growth and for thirteen countries these added up to an 
aggregate GDP growth of just under 1.5 per cent. Actual 
performance was even more modest with an average 
growth rate of 0.1 per cent (table 1.2.1). Of the European 
countries in table 1.2.1 only Norway and Switzerland had 
forecast an actual decline in GDP in 1982, but in the 
event there was a decline in seven of the thirteen. 
Perhaps the most important reversal of expectations was 
in the Federal Republic of Germany: a forecast of 1.5 per 
cent growth and an outcome of -1.2 per cent. The 
performance of the smaller countries has tended to be 
weaker than that of the four larger economies: average 
GDP growth in the former fell for the second year 
running and current official forecasts indicate only a very 
modest recovery in 1983. The forecast for the larger 
European economies is no better at less than one per 
cent: this is not only less than the year-old forecasts for 
1982, but is also well below the actual rate in 1980, the first 
year of the current recession. 

Growth expectations in 1982 were also confounded in 
North America. In Canada the official forecast had 
been for 2.2 per cent growth in GNP: instead there was a 
fall of some 5 per cent (in 1975 the growth rate but not the 
level of Canadian GNP had fallen). Hopes of an upturn 
in activity in the United States were also dashed - once 
again. Between the fourth quarters of 1981 and 1982 
GNP appears to have dropped by nearly 2 per cent in 


contrast with the Administration’s forecast last February 
of a rise of some 3 per cent. 

The prospect of recovery in the United States receded 
in the third quarter, when GNP growth dropped to 0.2 
per cent from 0.5 per cent in the second, and disappeared 
with a fall in the last quarter (table 1.2.2). There was no 
sharp increase in consumers’ expenditure following the 
mid-year tax cuts and after a small increase in stocks in 
the third quarter, destocking was resumed at a fairly high 
rate in the closing months of the year. 

Quarterly national accounts. data on a seasonally 
adjusted basis are available for only a few European 
countries (table 1.2.2): for these the development of 
output through the year shows a fairly general deteriora- 
tion from the last quarter of 1981 and with fairly large falls 
in GNP in the third quarter. The small increases in 
output in the United Kingdom were due to crude oil 
production, exclusion of which gives a slight fall in 
output in the last quarter. 

Industrial production, which is usually more volatile 
than GNP and in which its share varies from about 20 
per cent in Denmark to around 43 per cent in the Federal 
Republic of Germany, also fell quite sharply in the third 
quarter of 1982 (table 1.2.3); indeed, it fell in every 
western country without exception. Apart from a brief 
respite in the last quarter of 1981 and the first of 1982, 
industrial production in western Europe (13 countries) 
has been falling continuously since the third quarter of 
1980. In the third quarter of 1982 the average level of 
production in western Europe was over 7 per cent below 
its previous peak in the first quarter of 1980. For 
individual countries the fall in output between the 
previous peak and the latest trough ranges from some 3 
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Annual changes in real GDP, 1979-1983 
(Percentage change over previous year) 
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Sources: National statistics. For 1983 forecasts see Appendix to this section. 
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TABLE 1.2.2 


Quarterly changes in GNP, 1981-1982 
(Percentage change over previous quarter, seasonally adjusted) 
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TABLE 1.2.3 


Annual and quarterly changes in industrial production 
(Percentage change over previous year or quarter) 
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‹ Weighted by 1975 industrial output in US dollars. 
4 Preliminary estimates. 


per cent in Austria to more than 13 per cent in Italy and 
the United Kingdom. For 1982 as a whole data for ten to 
eleven months suggest a fall in west European industrial 
output of just under 11/2 per cent: this follows a decline of 
nearly 2 per cent in 1981 and marginal growth in 1980. 
In North America the fall in output was much larger than 
in Europe (8.5 per cent). 

Manufacturing output has generally fallen more than 
industrial output, the difference between the two being 
particularly marked in Norway and the United Kingdom 
(due to crude oil production) and, in 1982, in Finland. 
For western Europe as a whole the fall in 1982 (on data 
for 9 to Il months) was probably close to 2 per cent, after a 
drop of 2.5 per cent т 198] and stagnation in 1980. Again, 
the decline was very much larger (8.5-9.0 per cent) in 
North America. 

The absence of recovery in western Europe in 1982 
means that the present recession is by far the longest 
since before the second world war. The recession 
following the first oil price shock ran from the second 
quarter of 1974 to the second of 1975 and west European 


industrial production fell some 10 per cent between its 
peak in the second quarter of 1974 and the second 
quarter of 1975 (chart 1.2.1). The first oil shock was sharp 
but short: recovery started in the third quarter of 1975 
and by the end of 1976 industrial output had regained its 
1973 peak. In strong contrast the present recession has 
persisted (so far) for some 10 quarters as opposed to 4 in 
1974/75: by the last quarter of 1980 industrial output had 
fallen some 4.7 per cent below its peak in the first 
quarter, but instead of repeating the quick recovery of 
1975/76 it then remained more or less stagnant for five 
quarters before resuming its fall in the second and third 
quarters of 1982. 

In North America the shock of the first oil price rise 
was even sharper and shorter than in Europe: industrial 
production fell nearly 13 1/2 per cent from a peak in the 
third quarter of 1974 to the first quarter of 1975. Recovery 
began in the next quarter and production regained its 
pre-shock level, as in Europe, by the end of 1976. After 
the second oil shock it appeared for a while that output in 
North America would follow a similar path to that after 
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CHART 1.2.1. 


INDUSTRIAL PRODUCTION IN WESTERN EUROPE 
AND NORTH AMERICA AFTER THE TWO OIL SHOCKS a/ 
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a/ National indices weighted by 1975 shares in total regional output in dollars. 
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the first: between the first and third quarters of 1980 
industrial production fell by nearly 7 per cent but quickly 
recovered to its pre-shock level by the second quarter of 
1981. This recovery however was aborted by the shift in 
United States monetary policy in 1979 towards rigid 
adherence to money supply targets: after levelling out in 
the third quarter of 1981 production fell in each 
succeeding quarter to the end of 1982. Between the third 
quarters of 1981 and 1982 industrial production fell by 
nearly 10 per cent. 

It is only in a very narrow statistical sense, i.e. in the 
amplitude of the fluctuation in output, that the recession 
following the second oil shock can now be said to be less 
severe than the first. The long, drawn-out nature of the 
present recession has not only had cumulative effects on 
capacity utilization, which is now much lower than in 
1974-75 (see below, this section), and on unemployment 
which is much higher (see section 1.3 below), but the 
continual disappointment of entrepreneurial and corpo- 
rate expectations of a recovery in output carries the risk 
of a sharp reduction of investment and a further fall in 
activity (see section 1.1 and last year’s Survey, p.77). 

The hoped-for recovery of output in 1982 had been 
based largely on a forecast upturn in the stock cycle: for 
western Europe this would have provided about half of 
the increase in output. The rise in stocks would have 
been supported mainly by increases in private consump- 
tion (which in 1981 had barely risen at all in the major 
European economies and had fallen in the smaller ones); 
public consumption was also forecast to rise, but by less 
than in 1981 and by less than private consumption. 
Exports of goods and services were forecast to recover 
quite strongly (from 2.7 per cent growth in 1981, for the 
thirteen west European countries taken together, to 
nearly 4.5 per cent) but, as imports would also recover 
from their absolute decline in 1981, the net effect on west 
European output would be smaller than in 1981 although 
still positive. The principal negative influence on growth 
was domestic fixed capital investment although its rate 
of decline was expected to be much less than in 1981. 

As was argued in last year’s Survey, this did not add up 
to a very robust forecast. All the potential factors of 


recovery were fairly fragile and the overall forecast was 
vulnerable to relatively small shortfalls in any of its 
components. As it turned out private consumption was 
much weaker than forecast: it fell by more than 2 per 
cent in the Federal Republic of Germany and although 
rising real incomes and the abolition of remaining hire- 
purchase controls in June led to a rise in the United 
Kingdom (it was not very large). In France the growth of 
private consumption was maintained at just over 2 per 
cent but for the four major European economies together 
it was lower than in 1981. For the smaller countries as a 
group private consumption fell for the second year 
running, with particularly sharp declines in Ireland, the 
Netherlands and Belgium. For western Europe as a 
whole there was no growth in private consumption (table 
1.2.4). This weak performance is perhaps a little 
surprising to those who saw a fall in the rate of inflation 
as a source of spontaneous recovery via real balance 
effects on consumer spending. But such a view would 
appear to underestimate the effect on consumer confi- 
dence of other factors such as accelerating rates of 
unemployment in 1982, the persistence of very high 
nominal rates of interest, and the more general uncer- 
tainty deriving from the well-publicised threat of 
financial crisis which reigned throughout most of the 
year. It is not inconceivable that the greater caution (and 
higher savings ratios) of consumers, like that of 
businessmen, is also partly due to repeatedly mistaken 
forecasts of economic recovery. 

Public consumption (table 1.2.5) increased by less than 
in 1981 although in line with the aggregate of govern- 
ment forecasts at the beginning of the year. The much 
weaker rate of both public and private consumption in 
the present recession compared with that in 1974-75 
reflects the very different policy stance adopted in most 
countries after 1979. In 1974 and 1975 public consump- 
tion in western Europe increased by 3 and over 4 per cent 
respectively whereas in the last two years the average rise 
has been less than 2 per cent. However governments 
have been finding it increasingly difficult to cut 
expenditure further: in the short-term such attempts 
tend to be counter-productive in the context of recession, 


TABLE 1.2.4 


Annual changes in real private consumption, 1979-1983 
(Percentage change over previous year) 


1979 


1980 1981 1982 


Я чо р sat oy) ty sihigytss « 
Germany, Federal Republic of . 
Italy . PIS Fs 
United Kingdo 

Total 4 countries . 


Austria . 

Belgium 

Denmark 

Finland . 

Ireland . . 
Netherlands 
Norway . 

Sweden . 
Switzerland 

Total 9 countries . 


Total 13 countries 


United States . 
Canada . 


3D) 
31 
53 
4.9 
Bye) 


4.4 
4.6 
3.0 
5.6 
2.7 
2.9 
3.2 
2.7 
13 


1.7 2.2 2.1 1.6 
15 =A) IEP) —0.5 
4.3 0.2 — 0.5 0.5 
От 0.4 1.1 = 
1.7 0.4 0.0 0.3 
1.4 0.7 1) 0.5 
1.3 — 1.4 =) tlt) 
328 =! 2.0 1.6 
72 1.6 3:2 0.5 
0.2 — 0.4 = 0.5 1.0 
— 0.4 —2.6 —2.0 30 
2.3 1.3 1.9 1.4 
0.2 —0.6 0.7 —2.4 
2.6 0.5 = 0:2 —0.2 
0.7 551 Е — 0.8 
1.5 0.1 0.0 0.0 
0.3 1.8 1.0 
1.1 1.9 2) 
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Sources: Аз for table 1.2.1. 
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TABLE 1.2.5 


Annual changes in real public consumption, 1979-1983 
(Percentage change over previous year) 


1979 


1980 1981 


range nae eee eee . 
Germany, Federal Republic of . 
Italy . ay ale 
United Kingdo 

Total 4 countries . 


Austria . 

Belgium 

Denmark 

Finland . 

Ireland . 
Netherlands 
Norway . 

Sweden . 
Switzerland 

Total 9 countries . 


Total 13 countries 


United States? 
Canada . 


1.3 2.4 a) 7 
2.8 2.0 0.1 0.5 
2.1 1.8 1:5 1.0 
1.9 0.0 ].2 0.6 
2.2 1.6 1.2 0.9 
1.8 2.0 9 2.0 
ES) 0.6 S19) SIS 
5.1 3.0 3.7 Bel 
4.4 95 5.0 3.5 
6.1 —0.] 0.3 2.5 
0.9 № — 015 1.0 
4.7 D2 0.9 2.2 
2.3 Dell 1.3 1.3 
0.9 0.5 Za 2.9 
2.6 2.0 12 1.4 
2.3 7 1.2 Hat 
2.2 0.9 1.4 

=e) 0.9 7 


Sources: As for table 1.2.1. 
а Including public investment. 


while more fundamental attempts to cut the long-run 
growth of expenditure are coming up against demogra- 
phic pressures (the increase in the number of old people 
for example) and difficult questions of political choice. 
For 1983 the growth of public consumption, on the basis 
of recent official forecasts, should be slightly less than in 
1982 for western Europe as a whole, but with a slight 
acceleration in the smaller economies. 

The lower than expected growth of consumption in 
1982 was one of the principal factors behind the weaker 
impact of the turn in the stock cycle. The destocking 
which had amplified, often considerably, the fall in 
domestic demand in 1981 was reversed in the first and/or 
second quarters of 1982, but by the middle of the year, 
when it became increasingly clear that recovery would 
again be postponed, many enterprises found themselves 
with excessive stocks. Consequently there was a fairly 
sharp fall in stocks in the third quarter which may have 
continued into the fourth. Enterprises were in any event 
cautious towards stock accumulation given the still high 
levels of interest rates and their general need to improve 
liquidity and balance sheets. However stock building did 
support domestic demand for the year as a whole in most 
of western Europe, although not in the United States 
(table 1.2.6). 

Another factor which weakened confidence and 
encouraged the fall in stocks in the second half of 1982 
was the rapid deterioration in export prospects, particu- 
larly for exports to developing countries where the effect 
of their growing debt problems on world trade was 
underestimated in the forecasts made at the turn of the 
year.-° For western Europe as a whole the national 
forecasts for 1982 implied a volume increase in exports of 
goods and services of nearly 4 1/2 per cent, but the actual 
increase was less than half of that. Import growth was 
also much less than forecast, but not by so much as 


*" Trade and payments developments for western Europe are dealt 
with in some detail in Chapter Four, section 4.3 (below), 


exports. Consequently the trade balance, on average, had 
a negative impact on output rather than the small 
positive contribution that had been forecast. However 
individual countries varied quite a lot in this respect, as 
can be seen in table 1.2.7. Current forecasts imply а 
recovery in west European exports of goods and services 
to 2 1/2 per cent growth in 1983 with a stronger 
contribution to output growth in the smaller economies. 

The evaporation of prospects for a sustained recovery 
in output growth and the deterioration of business 
confidence, particularly from mid-year, were among the 
factors leading to a much larger fall than had been 
forecast in gross domestic capital formation (table 1.2.8): 
for western Europe as a whole the decline was about 3 per 
cent (compared with an expected fall of | per cent). The 
large fall in 1981 had also been considerably larger than 
forecast. Taking 1981 and 1982 together the fall in 
investment is nearly as large as in 1974-75: for the 
smaller European economies it is much larger. Some 
recovery in total fixed investment is expected in 1983, 
with most of the rise coming from housing which is likely 
to be more sensitive to the recent fall in interest rates. 
However the recovery is weak by historical standards 
and in Italy and a number of the smaller economies the 
decline in total investment is forecast to continue (table 
],2.8). 

Given the length of the present recession, the 
uncertainty concerning the timing and pace of a recovery 
in output, high interest rates and the low profitability of 
business enterprises, it is perhaps surprising that fixed 
investment has not fallen further than it has. Indeed its 
share of gross domestic product (in current prices) in the 
European Community rose between 1978 and 1981 from 
20.3 to 21.5 per cent: this compares with an average share 


in the 1960s of 22.1 per cent and in the 1970s of 21.5 per 
cent,- 


>! Commission of the European Communities, European Economy, 
No. 14 December 1982, p.199, table 14. 4 
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TABLE 1.2.6 


Annual changes in real domestic demand, excluding and including stockbuilding, 1979-1983 
(Percentage change over previous year) 


1979 1980 1981 1982 1983 
excl. incl. excl. incl. 1. incl. ; i i 
stocks stocks stocks stock и ane oe Bis Ha Hohe 
France dca о 3.2 4.1 1.8 2 
ae : f s , 13 —- 0.8 ite 
а Federal Republic of 4.1 5.4 2.1 1.4 =. 21 io te ne a 
taly i hee | 4.8 57 49 70 0. : ; 
5 : . у 5 4 —2.7 —0.8 — 0.6 0.0 —0. 
United Kingdom 35 4.1 = 0-2 5.0 =. ales) 1.4 259 0.0 ; : 
Total 4 countries 3.8 48 2.0 А 0.3 0.5 0.6 
eee a5 5.5 2.0 3.0 0.2 —2.6 0.2 0.7 0.8 0.7 
elgium 2.8 83 Dat 5 —4.1 —4.0 —2.0 —2.1 —0.6 —0.5 
Denmark 2.6 27 30) —3.9 —2.8 —2.8 1.5 1.8 1.7 2.0 
Finland . 4.8 10.2 5.0 6.1 1.8 —3.2 D4 2.6 0.7 0.9 
Ireland 6.1 us —0.7 —3.2 iil 11-2 —5.5 — 4.5 — 1.2 —1.9 
Netherlands 1.9 1.6 — 0.6 —0.1 —3.5 —5.4 —2.2 —1.3 —1.8 lel 
Norway . 0.8 37), 129 4.9 5.9 1.0 = 3.0 2.0 2.8 
Sweden 3.7 5.8 1.4 2.8 — 0.7 —2.5 —0.1 —0.5 — 1.4 — 0.8 
Switzerland 22 4.4 4.3 5.6 el —0.7 —0.7 — 0.7 — 0.8 — 0.7 
Total 9 countries 2.8 4.2 1.3 1.9 — 1.0 —2.8 — 0.8 — 0.2 — 0.4 —0.1 
Total 13 countries 3.6 4.6 1.8 а — 0.4 —2.0 — 0.4 0.2 0.2 0.3 
United States . 2.6 1.9 —0.5 ==, 1.6 2.6 0.1 — 1.0 
Canada 2.8 3.9 1.8) — 0.6 2.6 3:7 —4.1 —7.1 


Sources: As for table 1.2.1. 


TABLE 1.2.7 


Annual changes in the volume of exports and imports of goods and services, 1979-1983 
(Percentage change over previous year) 


1979 1980 
Exports Imports Exports 

ErAnce gee ia). Sa eS Sones 7.4 11.4 2.9 
Germany, Federal Republic of 4.9 10.2 5.8 
Atal о меч, М. = КОН 13.8 —4.4 
United Kingdom 2.6 De 0.4 

Total 4 countries 57 11.2 2.4 
Austria 8.9 10.8 8.1 
Belgium 8.0 9.5 Sal 
Denmark 8.0 6.2 ial 
Finland . 9.2 16.1 9.0 
Ireland 6.9 14.7 6.4 
Netherlands dds 6.1 1.7 
TNONWAV IM о конь LO = 0. Dell 
Sweden ee 12:7 = 0 
Switzerland 2.5 6.9 Syl 

Total 9 countries 6.7 8.2 3.8 

Total 13 countries 6.0 10.1 2.9 
United States? 15.4 6.1 8.9 
Canada? 2.9 ee 1.8 


1981 1982 1983 
Imports Exports Imports Exports Imports Exports Imports 
7.3 в 1.0 —0.4 2.0 53 3.8 
4.4 8.5 ie 2] 0.5 0.0 0.0 
8.3 6.0 —5.4 3.0 2.0 25 1.0 
—3.3 2.2 =). 0.4 3.8 Эй 2.6 
Sa Sal = 0-1 1.5 1.8 2.3 ley, 
he) 7.8 1.0 SO 59153) 27) =e) 
7 215 — 1.4 2.9 0.3 4.1 123 
—09 5.3 21 1.3 2.1 1.5 1333 
11.8 4.2 — 3.5 = shi 0.9 1.0 =) 
—4.2 1.6 ha 5.5 Зо 9.3 4.0 
— 0.4 0.9 —7.4 4.0 4.0 5.0 3.5 
3.3 0.2 1.9 1. 5.6 0.4 4.8 
1 125) 5) 3.2 4.3 6.2 0 
7.2 4.7 ahs) —4.2 = 19) 2.0 = 
2.3 2.8 Syl 152 15 2.8 1.2 
3.3 4.3 i 1.4 ИЕ 25 ee) 
-0.4 0.5 72 -69 0.7 
—2.0 1.6 2.6 0.6 —8.5 
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Sources: As for table 1.2.1. 
а Data include factor income from and to abroad. 


One explanation for this relative strength of invest- 
ment is suggested in chart 1.2.2 where it can be seen that 
investment in machinery and equipment in the four 
major economies of western Europe was the main 
support of total fixed capital formation.** Investment in 
machinery in these four economies rose by just over one- 
third between 1975 and 1980 while real GDP increased 


2? The breakdown of total gross domestic fixed capital formation 
into the three asset categories is available in several countries only after 
a lag of a year or two. The data for 1981 and 1982 in chart 1.2.2 are 
therefore partly estimated by the Secretariat. 


by only 17 per cent. A similar pattern occurred in the 
United States where investment in machinery rose by 45 
per cent over the same period and real GDP by 20 per 
cent. However in the smaller European economies 
investment rose much less than output (5 and 14 per cent 
respectively).?° 


23 Austria and Switzerland are exceptions to this small economy 
pattern: between 1975 and 1980 GDP rose 19 and 9 per cent 
respectively while investment in machinery increased 29 and 21 per 
cent. 
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TABLE 1.2.8 


Annual changes in real gross domestic fixed capital formation, 1979-1983 
(Percentage change over previous year) 


1979 1980 1981 1982 1983 
Francés ao ит 3.2 2.4 —1.8 0.1 0.8 
Germany, Federal Republic of . 13 9.2 = 3.8 =O 1.0 
Tall Vi ие tia teem pa oe 5.8 9.4 —0.2 —4.0 —2.9 
United Kingdo 0.9 —2.8 —8.2 2.8 1.9 
Total 4 countries . 4.7 2.8 —3.4 —2.5 0.5 
Austria . ; пы 3.4 —2.0 —4.0 0.6 
Belgium 4 5:3 — 16.2 —4.1 1.6 
Denmark 19 Е — 16.3 —4.4 — 0.8 
Finland . 3.8 10.5 1.1 —1.6 —1.0 
Ireland . 13.7 — 6.9 Si) —7.5 —5.0 
Netherlands . —1.6 = 2.5 — 10.8 —4.5 —0.4 
Norway . 5:0 —0.8 15:1 —8.2 2.9 
Sweden . Spl 3.4 —4.6 —4.2 —2.8 
Switzerland Sul 9.9 3.0 —3.1 —3.7 
Total 9 countries . 0.8 1.8 —4.4 —4.4 — 0.8 
Total 13 countries 3.6 DES —3.7 — 3.0 0.2 
United States? 3.8 —6.9 I 7 —5.3 
Canada . 6.5 3.9 5.7 — 13.4 


Sources: As Гог table 1.2.1. 
* Excluding public investment. 


This pattern of investment in the major countries 
would appear to support suggestions from business 
surveys that much of current investment is being devoted 
to rationalization and labour-saving rather than to the 
expansion of capacity.** Part of the increase after 1975 
may also represent a carry-over from the early 1970s of 
replacement investment which cannot of course be 
delayed indefinitely if enterprises are to remain in 
business. The motives for rationalization became par- 
ticularly strong in the first half of the 1970s. Not only did 
the oil price shock create a potential demand for 
replacing (or re-furbishing) plant which had become less 
or un-profitable but there was also a sharp increase in the 
real product wage? relative to productivity growth in 
1970-71 and in 1974-75.26 Although there was consider- 
able concern at low and falling profits at this time, real 
long-term interest rates fell sharply between 1974 and 
1978 and in many countries were largely negative (table 
1.2.9). Thus in the mid-1970s, there was a pronounced 
shift in relative factor prices toward capital.2’ This 
situation has now altered following the fundamental 
changes that occurred in macro-economic policies after 
the second oil shock in 1979: these have contributed to 
the ‘double recession’ (see section 1.1 above) in which 
each hesitant start of recovery in real output has been 
choked off by higher interest rates. Attempts to avoid 
the latter by cutting nominal public sector deficits have 
tended to reduce output still further. However inflation 
rates have fallen sharply and real interest rates are not 
only positive again but are also considerably higher than 
at any time since the 1960s. With declining corporate 
income and considerable uncertainty as to future 
prospects of output growth, many enterprises in the 


24 See below on this point. 

25 Change in employees’ compensation divided by the implicit price 
of value added. 

26 See Assar Lindbeck, “The Recent Slowdown of Productivity 
Growth”, The Economic Journal, March 1983. 

27 This is one factor behind the sluggish growth of employment since 
1973. Another factor sustaining investment in machinery is the 
widespread subsidization of restructuring and other investment 
programmes in traditional industries such as textiles, steel, shipbuild- 
ing, etc. 


developed market economies now have debt problems 
similar to those of developing countries. 

Thus the general economic environment is now very 
unfavourable for fixed investment: the forecasts for 
western Europe suggest a small increase for the large 
economies but a further decline in the smaller ones (table 
1.2.8). Falling interest rates may provide some stimulus 
to private investment in new dwellings, but industrial 
investment will be discouraged by low output growth, 
depressed profitability and large margins of unused 
capacity. 

Rates of capacity utilization in manufacturing indus- 
try are now extremely low (table 1.2.10). In western 
Europe about one-quarter of total capacity is now 
standing idle while in North America the proportion is 
nearer one-third. There was a marked deterioration in 
1982 in both regions, but particularly in North America, 
and capacity utilization rates are now well below the 
levels reached in 1975, the worst year of the previous 
recession. Indeed in a number of European countries the 
utilization rate in the last ‘boom’ year, 1979, failed to 
surpass the previous recession rate in 1975. 

The estimates of capacity utilization in table 1.2.10 are 
Secretariat estimates based on a production function 
approach which is subject to a number of weil-known 
limitations.?® However this type of estimation procedure 
has also been criticized in recent years for failing to take 
into account the accelerated scrapping of parts of the 
capital stock due to their loss of profitability following 
the change in relative oil prices in the 1970s. This 
criticism 15 potentially important for it suggests that the 
western economies have much less spare capacity than 
15 suggested by the figures in table 1.2.10 and that any 


28 On the methodology used here see Economic Survey of Europe in 
1981, pp. 64-65. The estimates are based on a three-factor Cobb- 
Douglas function for value added in manufacturing. Energy has been 
specifically taken into account, along with labour and capital, as a 
determinant of potential output. Owing to limitations of data 
availability and in order to maintain comparability between the 
various countries, labour input is measured in terms of persons 
employed and not of total hours worked. The estimates given in last 


year’s Survey have been revised and updated and Canada has been 
added to table 1.2.10. 
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CHART 1.2.2. 


GROSS DOMESTIC FIXED CAPITAL FORMATION BY TYPE 
OF ASSET, IN WESTERN EUROPE AND THE UNITED STATES, 
1971-19824) 
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TABLE 1.2.9 


Real long-term interest rates, 1960-1982 
(Per cent per annum) 


eS 
1960- 1967- 1974- 


1966 1973 1978 1979 1980 1981 1982 
Е РЕ ee ee ЕЕ 
Francés ee a 17 2.3 0.1 0.4 2 4.5 4.1 
Germany, Fed. Rep.of . . . 2.9 2.8 Dil 3.6 315) 5.9 4.0 
[taly ие с 03 0.7 —4.6 —2.2 —4.2 1.4 ayes 
United Kingdom ete 23 23 Jal Seo ee 0.6 5.6 
Belgium eh RE sae IK) 2.3 0.1 5.2 7.6 8.0 5.0 
Берта = 5.6 3 2.3 4.3 9.0 9.9 8.9 9.4 
Finland eae ee a Hie —3.1 1.8 0.9 —0.9 2.3 
Ireland : ae ee —0.2 2.4 hed — 0.4 0.6 
Netherlands tli flee oe 0:4 0.2 — 0.3 2.8 2.5 5.6 3.5 
Norway grapes с: оо эх 1.0 —0.9 pp) —42 —2.2 722) 
Swedeniwiwes «= =. ое 1.3 {eS} —1.7 2.8 —3.4 3.6 
Switzerland бе = —0.8 1.0 1.4 2.0 —1.3 —0.8 
United'Statesrae. ee © 2 №1 —0.1 0.3 2.0 4.1 7.0 
Canada.) oe aera ee 129 23 —0.7 —0.4 1.6 4.6 3.8 


Sources: OECD, Historical Statistics 1960-1980, Paris, 1982; for 1981 and 1982 nominal rates from OECD, Main Economic Indicators, Paris, 
(monthly) and GDP deflators from national statistical sources. р , 

9 Yields on long-term (over 5 years) Government bonds less the change in the implicit price deflator of GDP between the previous and current 
years. Annual nominal interest rates are the geometric averages of the monthly data. 


TABLE 1.2.10 
Capacity utilization rates in manufacturing industry, 1973—1982¢ 
( Percentages) 
‘Boom’ years Recession years 
1973 1979 1975 1980 1981 1982 
Ааа Betta ti Sa oe O18 85.7 82.9 86.4 81.6 78.6 
Finlandia aes eee 95:0 90.3 92.9 94.3 91.3 86.0 
France. 94.2 81.2 85.1 76.5 73.4 69.0 


Germany, Federal Republic of . 982 927 882 90.2 85.0 — 802 


Italy : : оон" 94.2 81.5 81.0 81.8 78.0 73.6 
Norwayte ss = >90 81.7 87.9 80.8 78.9 74.8 
ие ис. 85.8 94.4 84.4 80.4 77.6 
United Kingdom мук» <p 9682 81.5 87.3 73.6 68.8 67.2 

Western Europe... . . 96.0 DE) 86.5 83.0 78.7 74.7 
Canada Poy асс пе 94.0 83.1 85.5 77.2 76.3 66.8 
United States г. eae. 5943 85.0 78.0 77.0 75.7 66.4 


Sources : Secretariat estimates. For method of estimation see Economic Commission for Europe, Economic Survey of Europe in 
1981, United Nations, New York 1982, рр. 64-65. 


* Actual output as a percentage of potential output. 
› Weighted average of 8 countries. Weights are shares in the aggregate dollar value of manufacturing output in 1975. 


attempt to stimulate output would run into inflationary 
bottlenecks much sooner than expected. How valid is 
this criticism? 

The argument that actual rates of scrapping since 1973 
are likely to have been much higher than the convention- 
al rates of depreciation and retirement used in the 
construction of capital stock series and that therefore 
such series overestimate the economically useful capital 
stock can be criticised on a number of grounds. First it 
ignores the fact that even if a rise in relative energy prices 
shortens the life of capital-intensive goods at the same 
time it will lengthen the useful life of labour-intensive 
goods. The net effect of these shifts is an empirical 
question to which the answer is presently unknown. 
Secondly, although a change in relative input prices may 


capable of producing ошрш.?° Thirdly, the argument 
overlooks the possibility of complementary investment 
designed to improve the energy efficiency of existing 
equipment. House-owners have not pulled their houses 
down as a result of higher energy prices but have 
improved insulation to reduce energy costs. Probably 
large gains in efficiency can be found and secured in 
most business enterprises at fairly low capital cost. 
Finally a rise in the relative price of an input does not 
necessarily mean that economies will necessarily be 
sought in the use of that input (by scrapping plant that 
uses the input intensively, for example): enterprises are 
basically concerned with minimising their total costs and 
in practice it may be easier to reduce the costs of other 
inputs rather than the one for which the relative price has 


reduce profitability it may not entirely eliminate it. Thus 
although the life of the affected asset is reduced it is not 
scrapped immediately and until it is replaced it is still 


increased. Thus although the argument in favour of an 


*” These points are also discussed below in section 1.5. 


Output and demand 23 
Е Speedie ee 23 


accelerated rate of scrapping of the capital stock is 
plausible, there is also a number of counter-arguments. 
Ultimately the question is an empirical one and at 
present it has not been satisfactorily answered one way or 
the other. 

_ In the absence of a more rigorous empirical investiga- 
tion, it may be instructive to compare the estimates of 
capacity utilization based on the production function 
approach with those provided by business surveys. The 
rationale of this is as follows: since surveys ask 
businessmen directly what their rate of capacity use is, it 
would seem reasonable to assume that they would 
exclude from their calculation any capacity that had 
become unprofitable (and would not be used again) as 
well as capacity that had already been scrapped. Given 
this ‘rationality’ assumption, business survey estimates 
ought therefore to be fairly close to the rate of utilization 
of the economically useful capital stock. If the argument 
that the production function approach is based on an 
over-estimation of the useful capital stock is correct, then 
it could be expected that after 1973 there will be found an 
increasing divergence between the two sets of estimates, 
with the business survey data showing higher rates of 
capacity utilization than those derived from the produc- 
tion function. 

Table 1.2.11 presents such a comparison between the 
Secretariat’s estimates of capacity utilization and those 
of a number of national business surveys. Unfortunate- 
ly, there are only six countries for which this comparison 
can be made. Business surveys conducted in Finland, 
Norway and Sweden report only the percentage of firms 
operating at full capacity. It should be noted that the 
surveys for France, the Federal Republic of Germany, 
Italy and the United Kingdom exclude the food, 
beverages, and tobacco industries, and that the series for 
the United Kingdom is actually an estimate prepared by 
the Commission of the European Communities based on 
information relating to the percentage of firms working 
at below full capacity. 

The comparison in table 1.2.11 reveals striking 
similarities but also paradoxically large variations in the 
differences between the two series. The agreement 
between the two is highest for Austria, the United States 
and the Federal Republic of Germany. In contrast there 
are sizeable differences in the changes over time in the 
two series in France, Italy and the United Kingdom. 
The general feature is for a much faster fall in the rate of 
capacity utilization between 1973 and 1979 in the 
production function series than is shown by the business 
surveys. Between 1979 and 1981 however, the changes 
(in percentage points) were fairly similar for both series 
in all countries except France. This may point to a 
downward bias in the production function estimates for 
France. р 

As capacity utilization rates were generally higher оп 
the basis of the production function, the more rapid fall 
in this series after 1973 means that the differences 
between the two series have tended to narrow over time 
and especially after 1979. In 1981 the capacity utiliza- 
tion rates estimated by the Secretariat were 5 to 6 points 
higher than those based on business surveys in Italy and 
the Federal Republic of Germany and were about the 
same in Austria and the United States. In France and 
the United Kingdom the rates of capacity utilization 
were 9 and 4 points lower than the business survey 
results. However, in spite of these differences the two 
sets of estimates yield broadly similar results (and in 
Austria and the United States almost identical results). 
Also both series move together quite closely over time 
and certainly there is no evidence of any significant 
divergence between the two after 1973. If the capacity 
utilization rates given by the business surveys had 


remained high after the oil price shocks while the 
production function estimates showed a decline, this 
might have suggested that the latter were indeed 
underestimating withdrawals from the capital stock. But 
as the data indicate, this is not the case. 

It should be pointed out that business surveys suffer 
from a number of disadvantages? which qualify the 
initial assumption made above that they may reflect 
changes in the economically useful capital stock more 
quickly than production function estimates of capacity. 
First, business surveys of capital utilization generally 
leave the concept of capacity undefined. It is therefore 
not clear whether respondents refer to the capital stock 
alone or whether they consider capacity in the wider 
sense, as used in the Secretariat’s estimates. It is also 
uncertain to what extent respondents are consistent in 
their choice of capacity concept over time. Secondly, it is 
unclear how marginal plant and equipment are recorded 
by the respondents. There will be biases if they are 
included in periods of high and excluded in periods of 
low demand. Because of cyclical fluctuations in labour 
productivity another source of bias will be introduced if 
firms use labour input instead of output as a proxy for 
assessing their rate of capacity utilization. Finally, 
respondents may find it difficult to assess the actual 
developments of capacity utilization and therefore will 
tend to report no change when there actually has been a 
change; this would imply that capacity utilization 
reported in business surveys lags behind the true 
utilization rate. Nevertheless, in spite of all these 
qualifications and the difficulties of interpreting the 
survey data, it is still the case that two very different 
methods of estimation both indicate very large margins 
of unused capacity in the manufacturing industries of 
western Europe and North America. 


Appendix 


Sections 1.1 and 1.2 refer frequently, in the text and tables, to 
forecasts of GDP and its components in 1983. For the most part these 
are official national forecasts although where these were not available 
or sufficiently up-to-date the forecasts of independent forecasting 
institutes were used instead. Regional aggregates were made by the 
Secretariat on the basis of the dollar values of the relevant variables at 
1975 prices and exchange rates. The sources of the various forecasts 
are given below. The letters in parentheses refer to the months in 
which forecasts were published: §, О, М, D = September, October, 
November and December 1982; J, F = January and February 1983. 

Austria (D): Oesterreichisches Institut fiir Wirtschaftsforschung, 
Monatsberichte, No.12/1982; Belgium (D): Ministére des Affaires 
Economiques, Budget Economique de 1983 Version d’Automne, Dé- 
cembre 1982; Denmark (O): Det Okonomiske Rad, Dansk Okonomi, 
Oktober 1982; Finland (Е): Ministry of Finance, Economics Depart- 
ment Conjunctural Review, mid-February forecast; France (O): 
Comptes prévisionnels de la nation pour 1982 et principales hypothéses 
économiques pour 1983; Germany, Federal Republic of (J): Deutsches 
Institut fir Wirtschaftsforschung, Wochenbericht No./—2/83; Ireland 
(D): The Economic and Social Research Institute, Quarterly Economic 
Commentary, December 1982; Italy (J): ISCO, Rapporto semestriale 
sull’evoluzione congiunturale dell’economia italiana, January 1983; 
Netherlands ($): Central Planning Bureau, Macro Economische 
Verkenning 1983, September 1982; Norway (D): Ministry of Finance, 
Final Budget Proposal 1983, Parliamentary Bill No.1, Addendum 17 
(1982-1983), 3 December 1982; Sweden (J): Preliminary National 
Budget 1983, January 1983; Switzerland (D): La Vie économique, 
No.1/1983; United Kingdom (F): National Institute Economic Review, 
February 1983; United States (F): Economic Report of the President, 
February 1983. 


30 See, e.g. L.J. Christiano, “А Survey of Measures of Capacity 
Utilization”, [MF Staff Papers, Vol.28, No.1, March 1981, pp. 144— 
198, and Е. de Leeuw, “Why Capacity Utilization Estimates Differ”, 
Survey of Current Business, Washington D.C., May 1979, Vol.59, No.5, 
pp. 45-55. 
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1.3 LABOUR MARKETS* 


As in 1981, developments in the labour market in 1982 
were dominated by the continuing increase in unemploy- 
ment. In western Europe the average rate increased 
from 7 per cent in 1981 to nearly 8 1/2 per cent in 1982. 
Differences between countries are large with European 
rates ranging between some 3 and 12 per cent (ignoring 
the exceptionally low rate in Switzerland). In North 
America rates of unemployment have risen more 
sharply, from 7 1/2 per cent in 1981 to 9 1/2-11 per cent 
(table 1.3.1).3! 

In both Canada and the United States the effect of the 
recession on unemployment had not yet been fully felt in 
1980 and 1981 and the increase in the average 
unemployment rate in 1981 was relatively modest in both 
countries. An upturn in unemployment started in the 
last quarter of 1981 and continued through most of 1982. 
The rise in the unemployment rate, in both countries 
together, was about 0.5 percentage points between 1980 
and 1981, but jumped 2 percentage points in the following 
year. 

In contrast to the evolution in North America, large 
increases in unemployment had already occurred in 
western Europe and the rising trend continued in 1982. 
Even so, preliminary data suggest that there may have 
been a very slight deceleration in the growth of 
unemployment in western Europe between 1981 and 
1982. According to the available statistics for 1982, the 
increase of the unemployment rate, which was of the 
order of 1.6 percentage points between 1980 and 1981, 
may have been somewhat below that between 1981 and 
1982 (see table 1.3.1). 

Statistics of the annual averages of the number of 
unemployed show the same tendency in each of the sub- 
regions. In western Europe the number of unemployed 
increased by somewhat over 20 per cent between 1981 
and 1982 compared with a rise of more than 30 per cent 
from 1980 to 1981. In North America the number in 
1981 was less than 10 per cent higher than in 1980, but 
the difference between 1981 and 1982 was close to 30 per 
cent. 

The rapid deterioration of unemployment in North 
America between 1981 and 1982 is obvious from these 
figures. In western Europe the unemployment rate still 
increased substantially although there was a slowdown in 
the rate of growth of the number of unemployed and of 
the increase in the unemployment rate. However, even 
this change may have been more apparent than real. 
First, as occurred between 1980 and 1981, labour force 
growth appears to have slowed down further between 
1981 and 1982, although less than in the year before. 
This may be a sign of individuals withdrawing from the 


* Unless indicated otherwise, annual changes in this section refer to 
year-on-year changes. | 

31 These unemployment rates have been calculated on the basis of 
the total estimated labour force. They may therefore be lower than 
those obtained on the basis of narrower definitions of the labour force 
(civilian labour force, the working population excluding the self- 
employed) or on the basis of the number of those covered by 
employment or social insurance schemes. Nevertheless, taking into 
account the variations in national practices, the estimates on the whole 
seem to be consistent. In addition, it should be noted that the 
unemployment rates used here are annual averages. At times of rising 
unemployment, such as at present, annual averages may be substantial- 
ly below the unemployment rates observed at the end of the year. 
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labour market because of the slim chances of finding 
employment, the discouraged worker effect. Another 
factor may be that together with the increase in 
unemployment, its average duration and the number of 
long-term unemployed have also risen. Since unemploy- 
ment benefits normally stop after a certain period, the 
long-term unemployed who no longer receive benefits 
will tend to disappear from the unemployment statistics 
insofar as these are based on recipients of unemployment 
benefits. 

The extent of variation in unemployment levels and of 
recent changes in them is considerable, as is shown in 
chart 1.3.1 which presents for 13 countries average annual 
unemployment rates since about 1970. The data suggest 
pronounced differences in the behaviour of unemploy- 
ment rates, first in the longer-term and, second, in their 
response to the current recession. As regards the longer- 
term unemployment trends, one group of countries, 
which includes Austria, Norway and Sweden as well as 
Switzerland which is not included in the chart, showed 
until recently virtually no long-term increase in unem- 
ployment. In all the remaining countries there was at the 
time of the 1974-1975 recession an upward shift in 
unemployment, which, with the exception of the United 
States, has not approached pre-recession levels since.*? 
In some countries, like the Federal Republic of Germany 
and the Netherlands, unemployment more or less 
stabilized at its 1974-1975 level until the onset of the 
present recession. In the United Kingdom unemploy- 
ment also remained fairly stable, but for a shorter period 


TABLE 1.3.1 


Unemployment rates in western Europe and North America, 
1979-1982 


(Per cent of total labour force) 


1979 1980 1981 1982 


France. фл. са 29 6.3 7.6 8.7 
Germany, Fed. Rep. of 3.3 35 4.7 6.8 
Italy . Sy ae 75 7.4 8.3 9.1 
United K ingdo: 4.9 6.3 9.7 ith 
Four major countries 5.5 4 7-5 8.9 
Austria . a7 1.6 22 3.1 
Belgium el 75 9.6 11.3 
Denmark 4.6 7.0 9.3 9.9 
Finland . 6.1 4.8 53 6.2 
Ireland . 7.4 8.2 10.2 12.3 
Netherlands 4.0 4.6 7.0 11.0 
Norway . 1.9 87 2.0 2.6 
Sweden . Drill 2.0 Pes} 3) 
Switzerland 5 OS 0.2 0.2 0.4 
Nine smaller countries. 3.7 4.0 5:3) 6.8 
Total western Europe . 5.0 5.4 7.0 8.4 
Canada . 7.4 15 IES 11.0 
United States . 5 7.0 tS) 9.5 
North America . 5.9 7.0 ee) 9.6 
Total above 5.4 6.2 7.2 9.0 


Source: National statistics and Secretariat estimates. 


32 On the subject of an upward shift in unemployment at the time of 
the 1973 recession, see also Section 1.6.1 below. 
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CHART 1.3.1. 


UNEMPLOYMENT RATES IN SELECTED COUNTRIES, 1970—1982 


UNEMPLOYMENT RATE (Per cent) 


UNEMPLOYMENT RATE (Per cent) 


1972 1974 1976 1978 1980 1982 


1970 
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and at a higher level. In most other countries it 
continued to increase after 1975 ata fairly steady pace (as 
in Belgium, France and Italy) or with some fluctuation 
(as in Denmark and, to some extent, Canada). In 
Finland the major effect of the 1975 recession was 
postponed, partly as a result of government measures, 
until 1976-1978. 

As a result of these developments, unemployment 
levels at the beginning of the current recession varied 
considerably between countries. Low unemployment 
rates still prevailed in Austria, Norway, Sweden and 
Switzerland. There was also a fairly low rate, of 
somewhat over 3 per cent, in the Federal Republic of 
Germany. At the other extreme in countries like 
Belgium, Canada, Denmark and Italy, unemployment 
ranged between 7 and 7.5 per cent and in Finland and the 
Netherlands between 5 and 6 per cent. | 

The evolution of unemployment levels in the current 
recession also differed considerably from country to 
country. Except in the low unemployment countries, 
rates of unemployment in 1982 ranged from 6 to over 12 
per cent. In the countries with already high unemploy- 
ment in 1979 (Belgium, Canada, Ireland and Italy) levels 
in 1982 varied, except for Italy, between 11 to over 12 per 
cent. Elsewhere the patterns of change are less clear. 
Between 1981 and 1982 the unemployment rate in- 
creased comparatively little (less than one percentage 
point) in Finland. It rose by about 2.5 percentage points 
in France and also in the United States. The worst 
deterioration appears to have occurred in the Federal 
Republic of Germany and the Netherlands. In the 
Federal Republic of Germany the rate more than 
doubled, although because of its low initial level it still 
remained below that of a number of other countries in 
1982. In the Netherlands it increased by more than 80 
per cent. 

Of the four countries with low unemployment, three 
(Austria, Norway and Switzerland) showed a higher 
percentage increase in the number of unemployed in 1982 
than in the year before. In Sweden, the fourth country 
with low unemployment, the number increased by the 
same proportion in both years. In all four countries 
unemployment rates increased more in 1982 than in 
1981. In Finland the number of unemployed increased 
considerably faster than in 1981, but this possibly reflects 
the fact that the full impact of the recession was not felt 
in that country until 1981-1982. In the Federal Republic 
of Germany the number of unemployed increased by 
about the same percentage in both years. 

However, in other west European countries the 
number of unemployed appears to have risen less in 
percentage terms in 1982 than in 1981. Even taking into 
account that some of the 1982 estimates are still 
provisional and that, for several reasons, unemployment 
statistics are not comparable from year to year,’ what 
emerges from the data is at least the suggestion of a 
slowdown in the rate of growth in the number of the 
unemployed. Absolute numbers suggest a similar ten- 
dency: in all these countries, except one, the absolute 
number of the unemployed also increased less in 1982 
than in 1981. The exception was the Netherlands, where 
the increase in numbers in 1982 was higher than in 1981. 
The deceleration in both the proportionate and absolute 
increase was, except for Ireland, most pronounced in 
countries which had had the highest levels of unemploy- 
ment in 1981 (Denmark, Belgium and the United 
Kingdom). 


33 For instance, the unemployment series for the United Kingdom 
were revised in late 1982: this involves a downward revision with 
respect to earlier years. In France, changes in unemployment 
registration may also have affected the unemployment data. 


Estimates of the percentage increases in unemploy- 
ment between corresponding quarters of 1981 and 1982 
generally seem to confirm the tendencies described 
above (see table 1.3.2). Of the three countries with low 
unemployment, two, Norway and Switzerland, exper- 
ienced an acceleration in the growth of unemployment in 
the course of the year. In Sweden annual unemployment 
growth did not accelerate significantly between 1981 and 
1982 and this can be seen to be due to the sharp 
deceleration in the last quarter. 

In France and the United Kingdom, where the annual 
growth in unemployment slowed down between 1981 
and 1982, the quarterly rates of increases also declined. 
The deceleration is noticeable in both countries and 
although quarterly data may be subject to more erratic 
variations than annual ones, the decrease seems to be 
large enough to confirm this development.*4 Some 
additional evidence for a slowing down in the rate of 
increase of unemployment comes from the data on 
employment: in most of the countries concerned (Bel- 
gium, France, the United Kingdom) the drop in 
employment in 1982 seems to have been less than in 
1981. The growth of unemployment in the Netherlands 
did not decelerate as much as in the other countries and, 
as noted above, the absolute increase in 1982 was bigger 
than in 1981. This is reflected in the fairly constant 
quarterly rate of increase throughout 1982. In the 
United States the growth of unemployment accelerated 
during the first three quarters, but slowed down in the 
fourth. 

Employment figures also provide clear evidence of the 
severity of the recession. Between 1981 and 1982, only 
two countries, Finland and Norway, seem to have 
registered a clear increase in employment, although in 
the case of Finland, the increase was less than between 
1980 and 1981. In 1981 there were still some seven 
countries where employment increased. According to 
the available estimates, employment in the 15 countries 
fell between 1981 and 1982 by approximately 1.2 per' 
cent, compared with virtual stagnation between 1980 
and 1981. These overall figures conceal substantial inter- 
country differences in yearly changes, and particularly 
between North America and western Europe. In 
Canada and the United States, employment had in- 
creased substantially, by some 2.5 and 1.2 per cent 


TABLE 1.3.2 


Quarterly increases in unemployment between 1981 and 1982 


Per cent increase in unemployment between the 
corresponding quarters of 1981 and 1982 


Ist 2nd 3rd 4th 
Country quarter quarter quarter quarter 
France@ ree. a Sos 20 16 12 7 
Netherlands 2 3. ; 42 38 44 42 
Norway. 9s 2. 0a 3) 26 19 83 
а cle 36 41 36 4 
Switzerland Maan 2%: 49 118 165 ; 
United Kingdom 24 17 12 И 
WnitediStates 2). =) 20 29 37 31 


— 6 858585к5к5кккк кк __к_______д_ОдОдододо— 


Sources: National statistics and Secretariat estimates. 


34 Even if account is taken of the fact that changes in unemployment 
registration may have affected the comparability of the statistics for the 
fourth quarter, the downward trend is still obvious in the first three 
quarters. 


28 Western Europe and North America 


respectively in 1981. However, in 1982 there was a fall in 
both countries. The drop was especially large in Canada 
(between 3 and 4 per cent) and was about 1 per cent in the 
United States. 

In contrast, the greatest loss in jobs in western Europe 
appears to have occurred in 1981 when total employment 
is estimated to have declined by about 1.4 per cent. 
Provisional data suggest that the fall may have been 
somewhat less in 1982, although at about 1.2 per cent it 
was still substantial. As might be expected, the biggest 
losses in the number of jobs have occurred in countries 
where the rate of increase of unemployment was high, 
such as the Federal Republic of Germany and the 
Netherlands. Also, in all those countries with relatively 
low unemployment there was in 1982 either a lower 
positive rate of growth of employment than in 1981 
(Norway), a turnaround from positive to negative growth 
(Austria and Switzerland), or a larger decline than in 
1981 (Sweden). In countries with already high unem- 
ployment, such as Belgium and the United Kingdom, the 
decline in the number of jobs in 1982 was less than in 
1981. 

Developments in the labour market in 1982 have given 
rise to a considerably greater concern with unemploy- 
ment problems than was the case in 1981. Several factors 
have contributed to this. First, unemployment has risen 
in countries which earlier had been relatively immune to 
the deterioration in employment. Although unemploy- 
ment levels in these countries are still relatively low, the 
acceleration of the increase in unemployment in some of 
them appears to have been very strong. In the second 
place, unemployment in North America, after a moder- 
ate annual increase in 1981, rose sharply in 1982. The 
increase in the unemployment rate, particularly in 
Canada and to a lesser extent in the United States, was 
quite steep. In the third place, although the rate of 
‘increase may have slackened in west European countries 
with already high unemployment, unemployment rates 
still increased considerably between 1981 and 1982. 
Finally, in countries such as the Federal Republic of 
Germany and the Netherlands, where levels of unem- 
ployment were still fairly moderate in 1980, there was a 
large increase in both 1981 and 1982. 

Moreover, /abour force developments in a number of 
countries appear to have reduced the impact of the fall in 
employment on unemployment rates. Although labour 
force estimates are even more provisional than the other 
estimates, they do suggest on average a slower rate of 
growth in 1982 than in 1981. Whereas in 1981 the labour 
force declined in only two out of 15 countries, in 1982 it 
did so in as many as seven countries. The labour force 
appears to have grown more in 1982 than in 1981 in only 
two countries. Tentative estimates suggest that the 
growth in the west European labour force may have 
slowed down in 1982 to barely one-fourth of | per cent. In 
North America, its growth rate may have fallen from 
about 1.7 to 1.0 per cent, with a particularly sharp drop in 
Canada (from a growth of more than 2.5 per cent in 1981 
to a marginal increase in 1982). 

The growing emphasis on policies to deal with the 
worsening problem of unemployment raises the question 
of the appropriate scope and type of policies to be 
implemented. One of the many factors which is relevant 
to this issue is the sex and age distribution of the 
unemployed.’ Detailed information on these characteris- 


tics for 1982 are still missing and in the following only 
some partial data will be discussed. 

As argued in last year’s Survey,*° there is a presump- 
tion that the initial increase in unemployment during a 
recession may have a greater effect on male than on 
female unemployment. Data for several countries seem 
to bear this out. In Austria the initial rise in unemploy- 
ment was associated with a considerable increase for 
men. In Canada, where employment also rose sharply in 
1982, the unemployment rate for men increased consider- 
ably more (from 4.9 per cent in 1981 to 8.1) than for 
women (from 6.7 per cent in 1981 to 8.8 in 1982). 
Employment data also seem to confirm the greater 
sensitivity of male employment in the earlier phases of a 
downturn. In Switzerland the index of employment for 
men fell by 2.5 per cent between the first and second 
quarters of 1982, compared with a decline of somewhat 
over | per cent for women. In Canada and the United 
States combined the number of employed men fell by 
more than 2 per cent between~1981 and 1982, whereas 
women’s employment remained virtually unchanged. 

After the initial upsurge in unemployment, the impact 
on women’s unemployment becomes stronger and 
eventually both men and women appear to be more or 
less equally affected. According to data for five west 
European countries combined (Denmark, France, the 
Netherlands, Norway and Sweden) employment of men 
dropped by more than 2 per cent between 1980 and 1981, 
when women’s employment still rose by about-1 рег 
cent. Between 1981 and 1982, however, although male 
employment still declined by about 1.2 per cent, the 
number of employed women dropped by 1.5 per cent. 
Obviously, the loss of employment for men was smaller 
in 1982, while in the case of women it turned from 
positive growth to a significant decline. The later phase 
is illustrated by developments in the United Kingdom 
where the number of unemployed men and women 
increased by about the same proportion between 1981 
and 1982. Data on employment by sex in the United 
Kingdom confirm the expected changes. 

High levels of youth unemployment have been a 
characteristic of labour markets for a number of years. 
Nevertheless, there have also been signs that with the 
longer duration of the recession, unemployment in the 
central age group is also showing a tendency to in- 
сгеазе.36 Age patterns of unemployment may, therefore, 
vary from country to country depending on the depth and 
length of the recession and its impact on total employ- 
ment. Canada, where there was a sharp rise in 
unemployment in 1982, also shows a very sharp increase 
in youth unemployment rates, from 13.3 in 1981 to 18.8 
per cent in 1982, an increase of 5.5 percentage points (the 
total unemployment rate increased by about 3.5 percent- 
age points). In Sweden, where unemployment rates are 
still low and increased only moderately between 1980 and 
1981, the youth unemployment rate rose by 2.5 percent- 
age points. Unemployment rates also rose significantly 
for older workers (55-64 years) from about 1.5 percent in 
1980 to over 3 per cent in 1982. These changes compare 
with a very moderate increase of less than one percentage 
point for the central age group (25-54 years). 


> Economic Survey of Europe in 1981, p.24. 
36 Ibid, p.27. 


1.4 COSTS AND PRICES 


_ There was а significant fall in the rate of inflation both 
in western Europe and in North America last year. 
Measured by the year-to-year change in consumer prices, 
the average annual rate of increase fell from about 11 1/2 
per cent to just over 9 1/2 per cent in western Europe and 
from nearly 10 1/2 per cent to just over 6 per cent in the 
United States (table 1.4.1). In terms of the broader 
measure of price inflation, the implicit deflator of GDP, 
the deceleration was not so sharp: from some 10.3 to 9.6 
per cent in western Europe and from 9.4 to 6 per cent in 
the United States (table 1.4.2). The quarterly rates of 
change show a faster rate of deceleration of consumer 
prices in the latter half of 1982, particularly in the United 
States. 

The drop in inflation rates is of course extremely 
welcome to policy makers and is much emphasized as an 
indication of the success of the current policy stances 
against inflation. However, in a longer perspective the 
deceleration is not that great. It has now taken two and a 
half years to get the average west European inflation rate 
down from its previous peak of 11.8 per cent in the 
second quarter of 1980 to 8.6 per cent in the last quarter 
of 1982. This latter rate, in spite of record levels of 
unemployment and of spare capacity, is still some way 
above the lowest rate achieved between the two oil 
shocks. After the first shock the average rate of 
consumer price increase in western Europe peaked at 
14.3 per cent in the last quarter of 1974: it then took four 
years to fall to 6.2 per cent in the fourth quarter of 1978. 
This was actually a faster rate of decline than that which 
has so far followed the second shock. Although policy 
was generally successful in holding back the effects of the 
latter to a lower peak rate of inflation than had followed 
the first shock, the inflation rate in western Europe has in 
some ways proved more intractable after the second 
shock: after the end of 1974 the average rate began a 
steady decline to its low point at the end of 1978, but after 
its second peak in early 1980 the rate remained 
stubbornly around 11 1/2 per cent until the beginning of 
1982. 

In contrast to the average west European experience 
the decline in the rate of inflation after the second oil 
shock in the United States has been much faster than in 
Europe: from 14.5 per cent in the second quarter of 1980 
to 4.5 per cent at the end of 1982, which is just below the 
lowest rate achieved after the first shock.*’ However, 
this latter rate is probably below the “true” rate insofar 
as the dollar appears to have been significantly over- 
valued for much of the period since early 1980.38 

In western Europe the inflation rate in 1982 fell in all 
countries except Belgium. The sharpest rates of decline 
in the annual rate were in Sweden, the United Kingdom, 
Finland and Austria, where (except in Austria) the 
disinflation process was already under way in 1981. 
There was not much decline in the Federal Republic of 
Germany and the Netherlands, where inflation rates 


37 It has also decelerated rapidly in Japan where the rate in the last 
quarter of 1982, comparable to those in table 1.4.1, was 2.4 per cent. 

38 See Robert A. Feldman, ‘Dollar appreciation, foreign trade and 
the US economy’, Federal Reserve Bank of New York Quarterly 
Review, Summer 1982. Currency overvaluation has also helped to 
lower prices in the United Kingdom. 
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were initially lower than in most of western Europe. Nor 
was there much of a fall in the annual rate in France, but 
this mainly reflects performance in the first half of the 
year: the rate of deceleration in the second half of the 
year was among the fastest in Europe due to the 
introduction of a freeze on incomes and prices (with 
some exceptions for petroleum and coal and steel prices) 
designed to preserve the competitive effects of the 
devaluation of the franc. 

In the United States and in about half the European 
countries in table 1.4.1, the fall in the rate of inflation 
was already under way in 1981 and this continued 
through 1982. However in Denmark, France, the 
Federal Republic of Germany, Ireland and Canada, the 
inflation rate had risen in 1981 and the fall only began in 
1982, with some interruptions in Ireland and Denmark. 
Although a number of general factors (prolonged 
recession, lower wage cost pressures, falling world 
commodity prices) have influenced the inflation rate in 
all west European countries in a downward direction, 
exchange rate movements and attempts to reduce 
domestic cost pressures in a number of countries with 
direct controls on prices and incomes account for much 
of the inter-country differences over the year. 

The difference between the rates of inflation in the 
United States and western Europe enlarged significantly 
in 1982: in 1981 the United States’ rate was one 
percentage point below the average west European rate; 
in 1982 this had widened to 3 1/2 points. By the last 
quarter of 1982 the rate in the United States was slightly 
below the lowest individual rates in Europe (Austria, the 
Federal Republic and the Netherlands). However, the 
currency misalignments referred to above probably lead 
to some understatement of the underlying inflation rate 
in the United States and to an overstatement in, for 
example, the Federal Republic of Germany. (Similarly 
the inflation rate in 1981 and 1982 is perhaps overstated 
in Japan, but the rate there was already less than half the 
west European and United States rates in 1981.) Within 
western Europe inter-country differences in the rate of 
inflation have been falling gradually, but they still 
remain quite large.>° 

The rate of increase in average hourly earnings in 
western Europe continued to decline during 1982 (table 
1.4.3). The average rise in 1982 for manufacturing 
industry is expected to be less than 10 per cent, around 1 
percentage point less than in 1981 and 2 points less than 
in 1980. On the basis of data for the first three quarters, 
annual growth rates of nominal earnings accelerated 
significantly only in the Netherlands where the rate more 
than doubled (7.0 per cent in 1982 compared with 3.0 per 
cent in 1981) and to a lesser extent in Denmark, France 
and Switzerland. However, in all these countries the rate 
of increase decelerated after the second quarter. In the 
Netherlands the rate levelled off in the second quarter 
and then decelerated throughout the second half of the 
year as a result of measures taken by the government to 
limit the rise in wages and salaries in 1982 to 6 per cent 
(the measures included limiting automatic wage indexa- 


39 The standard deviation of the average west European rate of 
inflation shown in table 1.4.1 has fa.2n from 4.6 points in the third 
quarter of 1981 to 3.5 points in the last quarter of 1982. 
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TABLE 1.4.1 


Annual and quarterly changes in consumer prices, 1980-1982 
(Percentage change over corresponding period of preceding year) 


1981 1982 
1980 1981 1982 Qi 92 03 94 Qi 92 03 94 
РВ eee ee се О Г ОИ Е а ан 
i ayy? 4.7 
Austtidud о: © ие 6:4 6.8 5.4 7.0 6.8 6.6 6.9 6.0 ay) 
Belgium А. 0.0 7.6 8.7 VP 7.3 8.1 EO. 7.6 92 9.1 8.9 
Denmark 9a 22 2. ol 2:3 11.7 10.1 10.9 12.2 11.7 ПИ 11.6 9.5 9.6 9:9 
Бава о 12.0 9.3 13.1 12.7 11.8 10.5 10.4 9.6 9.1 8.2 
Етапсе? ки S42 Аи - 291376 13.4 11.8 12.6 12.8 13.6 14.1 14.0 13.8 10.9 ; : 
Germany, Federal Republic of 5.5 5.9 5.3 5.6 5.6 6.1 6.5 5.8 5.4 5:2 i 
Ireland? . J) Seas 318.2 20.4 17.1 21.0 ТИ 20.1 23.3 18.9 21.0 17.0 12.3 
Italy) gece С: ee 212 19.5 16.5 20.1 20.6 1972 18.4 17.0 15.5 16.7 16.6 
Е 5 в о св о о (5 6.7 6.0 6.7 6.5 6.6 If?) 6.9 6.5 5.8 4.6 
Могла: Bien ocho Сеат 0.9 13.6 13 14.6 14.1 1337 12.3 11.8 11.1 10.9 11.6 
Sweden а Е таза са | 12.1 8.6 12.8 13.1 12 9.9 9.0 8.6 7.8 8.9 
Switzerland ...... 40 6.5 5.6 5.8 6.0 ee 7.0 53 59 5.6 5.8 
United Kingdom... . 18.0 11.9 8.6 12.7 ТЕ 1.3 11.9 11.1 9.4 8.0 6.2 
West European average 
(unweighted) ) ра рб М 11.4 9.6 15 11.3 11.4 11.4 10.4 10.1 wha 8.6 
Canad) ium et bite ites 10.1 12.5 10.8 11727) 12.6 12.7 12.3 11:5 11.5 10.6 Oo, 
УЗ Ь о caer а 185 10.4 6.1 11.2 9.8 10.9 9.6 7.6 6.8 5.8 4.5 
ара р 58:0 4.9 2.7 6.6 4.9 4.1 4.0 3.1 2.4 2 2.4 


Sources: National statistics; OECD, Main Economic Indicators, Paris. 
« February, May, August, November, and averages thereof. 
TABLE 1.4.2 


Change in the implicit price deflator of GDP, 1980-1982 
(Percentage change over previous year) 


1980 1981 1982 
а eee 4 5.9 12 
Belgium ie А И 0A 5.4 8.1 
DenmarkY on Ro 2 90 9.5 10.2 
Finlanda@ters.8.) 5S) oA ee 8.8 11.8 9.4 
Francelpen sarees eee Ga, 8 11:8 12.0 12.1 
Germany, Federal Republic of 4.5 4.1 4.7 
Ireland hens 3:9 EY 16.5 
ltaly а И 17.6 17.6 
Меще алан 8S 5.6 6.52 
NOL WAY siti tial oe se io me 455 14.9 10.9 
SWeden as ahah pe oo ate aes LO, 9.8 9.1 
Switzeriandiees. We a eT, 6.9 US 
United Kingdom. . . . 19.2 12.1 7.8° 
Canada re re, ee 11.0 10.1 10.8° 
WinitediStates*s en 19.3 9.4 6.0 


Sources: National statistics. 
2 GNP deflator. 
> January-September. 


tion to earnings under FI. 60,000 per annum and cutting 
the compensation for inflation by | per cent). 

In the remaining west European countries nominal 
earnings decelerated for the year as a whole, most 
notably in Sweden, Italy and Finland. In Sweden, 
however, this deceleration reflects the high rate of annual 
increase in 1981: during 1982 the rate of increase levelled 
off at the rate of the last quarter of 1981. Despite a sharp 
deceleration throughout the year, the rate of increase in 
average earnings in Italy was still the highest among the 
west European countries. The rapid deceleration in 
nominal wage rates in Italy during 1982 was mainly due 
to the fall in the rate of inflation as wages were still being 
compensated for price changes through automatic 
indexation. During the first three quarters of 1982 the 


general pace of increase in earnings was steadily, but not 
dramatically, downwards, with a generally sharper rate 
of fall in the third quarter. 

The growth of real earnings in west European 
manufacturing industry, which had deteriorated strongly 
in 1981, improved during 1982 because inflation deceler- 
ated faster than nominal earnings. The average year-on- 
year rate of change (excluding Ireland) was 0.6 per cent 
in the first quarter and around 1.0 and 0.5 per cent in the 
second and third quarters respectively; these increases 
follow an average rate of decline of 0.6 per cent in 1981. 

Real earnings fell only in Ireland, Belgium, the 
Federal Republic of Germany (slightly), Norway and 
Sweden. However, in the latter three countries the 
decline in real earnings was less than in 1981. The slower 
growth of nominal earnings was the main reason for the 
fall in real earnings in the Federal Republic of Germany 
and Sweden; in Ireland, Belgium and Norway, however, 
the main factor was the relatively slower deceleration of 
inflation. Real earnings accelerated or levelled off in the 
rest of western Europe, with particularly sharp increases 
in France and the United Kingdom. In France, the 
increase was largely due to higher nominal earnings, but 
in the United Kingdom decelerating consumer prices 
were mainly responsible. 

In the United States there was almost no growth in real 
earnings due toa rapid deceleration of growth in nominal 
earnings, but in Canada real earnings, after a fall in 1981, 
recovered strongly mainly because of strong growth in 
nominal earnings. 

A number of governments (in Belgium, Denmark, 
Finland, France, Italy and Sweden) have recently 
introduced wage controls and price freezes in an attempt 
to speed up the relatively slow response of wage-cost 
pressures to the decline in output and/or to contain the 
inflationary consequences of devaluation. A number of 
attempts have also been made to reduce the extent to 
which wages are indexed to price changes. For example, 
in Italy in June 1982, the Confindustria announced its 
intention not to renew the 1975 wage indexation 
agreement with the trade unions, effective as from 
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TABLE 1.4.3 


Annual and quarterly changes in average hourly earnings in manufacturing industry 
(Percentage change over corresponding period of previous year) 


ЕЕ te ОВД ИНОЕ 


1981 1982 
1980 1981 1982 Ql Q2 Q3 Q4 Qi Q2 Q3 94 
ee a ww rn gs 
Austriat.. Ges. -. 7.9 6.2 5.0 
! све A b у 8.4 6.5 4.9 8.2 7.0 5.4 
ира оса RS 9.4 7.4 10.1 9.7 9.0 9.7 9.5 WS 7.4 5.5 
ЕЕ : . 5 Bele 713 5.0 10.4 8.7 8.4 8.9 9.9 10.2 11.1 10.3 10.0 
oes о Е. 2 т fae 14.5 13.0 13.2 10.5 12.6 9.4 9.6* ae 
fee ee ho объ. : 14.5 к 14.8 13.7 14.0 14.8 16.0 
Germany, Federal Republic of | 62 53 $ 7.0 3.9 5.0 5.4 и И 
ры ee ee о. oe 16.4 i 16.3 107 19.1 13.1 13.9 13.9 hs 56 
bn xo. ee $ 23.7 17.2 23.1 24.9 24.1 DT 20.4 17.0 15.4 16.1 
Netherlands! с. 46 3.0 7.0 2.0 2.0 4.3 4.4 7.8 7.3 6.3 6.1 
АНХ Иск. К: . 03 10.2 13.8 12.0 7.4 8.0 ie 11.3 10.6 
Sweden Ут 5 aes _ 108 10.6: 7.8! 15.0 10.9 9.3 7.9 7.9: 8.9: 7.7 6.7: 
Switzerland Ss Cul И.о. 65 5 a 4.9 opp) 5.1 5.0 6.0 6.1 5.8 
United Kingdom‘ 17.8 13.2 Bi 15.4 1S 12.6 13.4 12.9 13.0 9.7 9.2 
Canada . ae | 102 12.0 Ри 72 12.6 11.8 12.5 13.1 12.0 11.9 
United States. . . 8.5 9.9 6.4 10.8 11.0 9.9 8.2 7.9 6.7 5.9 5.0 


Sources: National statistics, and OECD, Main Economic Indicators, Paris. 

* Monthly earnings of wage-earners in total industry. 

ь Industry. Adult male workers. 

© Including mining and quarrying. 

“Wage rates. Quarterly data, referring to the beginning of January, April, July and 
October, respectively. Annual figures are obtained by averaging the five observations from 
January of one year to January of the following year. 

* Quarterly data, referring to January, April, July and October. 


February 1983. In the following months, most of the 
other private sector employers’ associations in Italy 
followed suit. Other countries where the automatic 
adjustment of incomes for inflation has been reduced or 
suspended include Belgium, France and Denmark. 
Even where governments have not resorted to direct 
controls on wages, the very size of the government sector 
in most industrialized economies means that decisions 
on public sector pay can have an important influence on 
average earnings in the economy as a whole. In a 
number of countries (for example, Denmark, the Federal 
Republic of Germany, the Netherlands, the United 
Kingdom, Canada and the United States) target limits 
for increases in public sector pay have been set as a 
means of containing the growth of total public expendi- 
ture and of exerting downward pressure on the average 
rate of wage settlements. 

Unit labour costs in 1982 rose less than in 1981 (table 
1.4.4). In western Europe, where the available data refer 
only to the total economy, they increased on average by 
8.5 per cent compared with 10.3 per cent in 1981 and 10.6 
per cent in 1980. There are, however, large inter-country 
differences in the rate of increase, ranging from 3.5 per 
cent in the Federal Republic of Germany to 18.5 per cent 
in Italy. Unit labour costs accelerated only in the 
Netherlands and Switzerland and to a lesser extent in 
Denmark. In Switzerland, the acceleration was due to a 
combination of falling productivity and accelerating 
nominal wages. In Denmark and the Netherlands 
acceleration was due to the acceleration in nominal 
earnings, productivity in both countries having im- 
proved in 1982. 

The deceleration in unit labour costs in 1982 was 
mainly due to improved productivity except in Finland, 
Ireland and Sweden, where it was mainly due to slower 
growth in the compensation of employees. The decelera- 
tion in unit labour costs was greatest in Austria and the 
United Kingdom, mainly due to large declines in 
employment (notably in the United Kingdom) and a 
small improvement in output. 


J Quarterly data, referring to March, June, September and December. 
° Wage rates. 

* Males only. 

‘Excludes possible retroactive supplements. 

4 Data refer to workers who had accidents during the relevant year. 

* Weekly earnings (all employees). Great Britain. 


In North America, unit labour costs accelerated in 
Canada due to a sharp deterioration in productivity 
(which fell by 2 per cent); and decelerated further in the 
United States due to slower growth in the compensation 
of employees resulting from lower employment and 
lower rates of increase in nominal wage rates. 

One of the most important influences on the recent fall 
in rates of inflation in the industrial market economies 
has been the collapse of world market prices of primary 
commodities. In section A of table 1.4.5 it can be seen 


TABLE 1.4.4 


Unit labour costs? for the whole economy 
(Percentage change over previous year) 


Unit labour costs 


1980 1981 19822 
Абая Lis от. 4.7 7.8 4.5 
Belgium Akh dies Hees Eee! 5.6 6.6 2:5 
Denmark 10.7 8.5 9.5 
Finland Ley see THOS 13.3 9.0 
France ae orcas ioe uae SAL 12.7 11.0 
Germany, Federal Republic of . 6.4 4.6 3.5 
О А боны оо eae, Чиа, СН 15.5 12.5 
Italy Pa Bee 168 22.6 18.5 
Netheclands# ts, Ее 5:2 В 4.5 
INGEWAYTES А, TERS ok ay 8.2 12.3 11.5 
Sweden es Hoe. bdr ГТО 9.7 6.5 
Switzerland Pe ey cate EU 2.9 6.5 8.5 
United Kingdom fay 26 10:8 11.0 6.0 
Ganada geseey = а wel о eel 2) 10.5 13.0 
United States ‚ haste 10:0. 8.5 7.0 


nT 


Source; National statistics. 

2 Compensation of employees per unit of real GDP or GNP. 

ь Preliminary figures and Secretariat estimates rounded to the nearest 0.5 percentage 
point. 

© Refers to non-agricultural wages. 
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TABLE 1.4.5 


Changes in the prices of raw materials and intermediate goods 
(Percentage changes over corresponding period of preceding year) 


1979 1980 


1981 


1982 Qi 


ek gs А я 


A. World market price of raw materials 
All items: 


incl. energy 31.5 48.0 
excl. energy 22.0 Е 
Food СЯ 3h 11.0 15.4 
Industrial materials 31.0 12.6 
Energy 36.9 65.1 

B. National intermediate goods prices 
Austria cH 16.2 
Belgium 7.4 8.0 
Denmark 13.4 23.0 
Finland 11.4 19.0 
France NS pis ele 13.3 8.8 
Germany, Fed. Rep. of . 10.0 14.0 
Ireland) .*. 6 о... 13.6 14.0 
Italy . . 19.3 22.8 
Netherlands 10.8 19.5 
Norway 17.9 28.8 
Sweden 25.1 8.3 
Switzerland 4.8 5.8 
United Kingdom 15.9 19.9 
Canada 17.8 14.5 
United States 12.3 13.4 


—5:0 = 38) —4.7 —4.9 —6.6 
= 19.3 = 10:1 5 —12.5 = 2 (746) 
— 15,9 —21.2 — 15.2 — 14.2 О 
—11.4 — 12.4 91 —11.4 — 1510 

29 — 0.4 =: —30 —5.2 

3.8 9.6 5.6 1.3 — 0.6 
8.9% 10.4 10.0 7.5 7.36 
10.05 13.4 8.5 8.3 
6.4 11.3 6.4 4.4 4.0 
11.0 14.3 12.3 97 8.3 
3.4 123 3.6 0.8 яр) 
8.1 8.7 et! 79 770 
13.40 173 12.7 11.2 13° 
ayy PY! 13.8 4.5 0.3 1.8% 
7.0 8.2 2.7 Bes 10.2 
12:97 13.8 12.1 
2,3 4.7 3.1 1.5 0.2 
6.8 11.4 6.3 3.8 6.1 
8.3% 11.6 9.9 6.9 3.6" 
1.4 3.6 2.0 0.0 (Nye 


Sources : National statistics. Raw material price indices are constructed on the basis of US dollars by the HW WA (Hamburg) and published in Bulletin de la 


Banque Nationale de la Belgique. 


Note: 7 = January-June. $ = January-September. © = January-October or October. М = January-November or October + November. 


Definitions of national indices : 


Austria — Wholesale price index, aggregate (by Secretariat) of following series: Solid fuels; Mineral oil products; Textiles; Wood and semi-manufactures; 
Hides and skins, leather; Flat glass; Building materials; Iron and steel, and semi-manufactures; Non-ferrous metals and semi-manufactures; Scrap and waste. 

Belgium — Wholesale price index, aggregate (by Secretariat) of Raw materials and Semi-manufactures. 

Denmark — Wholesale price index, Producer goods (includes raw materials for agriculture, raw materials for other sectors, fuels and lubricants). 


Finland — Producer price index, Raw materials and producer goods. 


France — Wholesale price index, Industrial products (includes raw materials and semi-manufactures but excludes fuels and energy). 
Germany, Federal Republic of — Basic material price index, Industry and construction. 

Ireland — Wholesale price index, Transportable capital goods for use in industry. 

Italy — Wholesale price index, Intermediate goods and auxiliary materials. 


Netherlands — Basic material price index, Total purchases. 


Norway — Wholesale price index, aggregate (by Secretariat) of Raw materials, inedible and Fuels, electricity. 
Sweden — Wholesale price index, aggregate (by Secretariat) of Industrial materials and supplies and Fuels, lubricants. 
Switzerland — Wholesale price index, aggregate (by Secretariat) of Raw materials and semi-manufactures (including agriculture) and Energy and related 


products. 


United Kingdom — Wholesale price index, Materials and fuels purchased by manufacturing industry. 


Canada — Raw material price index, Total including fuels. 


United States — Producer price index, Intermediate materials and supplies for manufacturing.’ 


that the HWWA-index*° (excluding energy materials) 
fell by 13.3 per cent in 1982, virtually the same as the 
decline of 13.9 per cent in 1981. Industrial materials also 
fell for the second year in a row by about 11 per cent after 
roughly 12 per cent in 1981. Foodstuffs showed a much 
sharper decline, of about 16 per cent, in both 1981 and 
1982. However, perhaps the most significant event was 
the fall of 3 per cent in energy materials prices. This was 
the first time since the oil price increase of 1973/74 that 
prices of crude petroleum fell: they had risen at an 
average annual rate of about 35 per cent between 1973 
and 1981. As a consequence, the total index including 
energy declined by 5 per cent in 1982. The last time this 
index had fallen was in 1978 (by 1 per cent) owing to a 
sharp fall in prices of foodstuffs and, before that, in 1975 
(-4 per cent), when there was an absolute fall of industrial 
material prices. 

The above changes are based on prices measured in 
US dollars. Owing to the further depreciation of the west 
European currencies vis-a-vis the dollar, they have not 


“© This index weights world market prices by the relevant product 


re in total imports of western industrialized countries in 1974— 


influenced domestic price levels to the same extent. A 
further factor making for inter-country differences in the 
development of intermediate goods prices is the different 
weighting pattern in each country. 

Nevertheless, it can be seen from section B of table 
1.4.5 that the general trend was for a marked decline in 
the rates of growth of intermediate goods prices. The 
average rate of change for the year tends in a number of 
cases to give a somewhat distorted picture of the actual 
deceleration which took place in the course of the year. 
The limited data available suggest that prices of 
imported intermediate goods rose in general much less 
than those of domestic products and, in fact, showed an 
absolute decline in some cases. 

Besides changes in real wage costs, one of the most 
important factors impinging on profit margins is the 
relative development of output prices and intermediate 
goods prices. It is, therefore, of interest to compare, at 
the national level, the development of intermediate 
goods prices relative to output prices. Changes in output 
prices of manufacturing industry are depicted in table 
1.4.6. As above, the general feature is a deceleration in 
the increase of output prices, but which was less pro- 
nounced than in the case of intermediate goods prices. 
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TABLE 1.4.6 


Е Changes in final output prices of manufacturing industry 
(Percentage change over corresponding period of preceding year) 


1982 

1979 1980 1981 1982 Ql Q2 03 094 
Austria 4.2 8.6 8.1 3.1 5.6 5.5 1.6 0.2 
Belgium 4.4 5.3 6.6 TAN Tel vei 6.7 6.6% 
Denmark 6.5 14.5 135 11.25 13:5 10.7 9.4 
Finland 10.0 14.6 11.8 TA 9.7 7.8 6.2 UP 
France eel ae 11.3 16.3 12.8 11.5 12.8 13.0 10.2 9.9 
Germany, Fed. Rep. of . 5.1 Tel 6.3 48 6.0 4.8 4.2 4.0 
Ireland ae Te 11.8 10.9 16.7 12.1% 15.2 12.7 10.6 9.4" 
Italy 11.9 5 17.0 15.00 16.6 14.2 14.6 14.30 
Netherlands 7) 8.2 9.2 6.8% 8.6 75 57 4.9N 
Norway 8.0 12.3 9.9 7.0 8.2 5 5.2 6.5 
Sweden 10.7 12.9 10.0 12.0 12.8 1233 11.0 11.9 
Switzerland : 1.9 4.4 5.6 3.7 4.7 4.3 3.7 2.0 
United Kingdom 12.2 16.3 10.7 8.6 10.3 8.5 8.0 an 
Canada : 14.4 13.4 10.2 6.2" Te 6.9 55 4.5% 
United States 12.0 14.3 9.4 2.60 4.3 1.9 1.8 1.49 


Sources: National statistics. 

Note: $ = January-September. © = January-October or October. № 
Definitions of national indices: 

Austria — Wholesale price index, All items. 

Belgium — Wholesale price index, Finished products. 

Denmark — Wholesale price index, Domestic goods. 

Finland — Producer price index, Manufactures. 

France — Consumer price index, Manufactured products. 


Germany, Fed.Rep.of — Producer price index, Manufacturing industry. 


January-November or October + November. 


Ireland — Wholesale price index, Output of manufacturing industry, all items. 
Italy — Wholesale price index, aggregate (by Secretariat) of final consumer goods and final investment goods. 
Netherlands — Producer price index, Finished (consumer + investment) goods. 


Norway — Producer price index, Manufacturing industry. 
Sweden — Producer price index, Manufactured products. 
Switzerland — Wholesale price index, Domestic goods. 


United Kingdom — Wholesale price index, Output of manufacturing industry, home sales. 


Canada — Industry selling price index, Manufacturing. 
United States — Producer price index, Manufactures. 


TABLE 1.4.7 


Differences between the change in intermediate product prices and final output prices 


1982 

1979 1980 1981 1982 Ql 92 03 04 
Austria . —3.5 —7.6 —7.1 —0.7 —4.0 —0.1 0.3 0.8 
Belgium - =3.0 —2.7 —1.7 —1.8М  —3.3 —2.3 — 0.8 —0.7м 
Denmark . — 6.9 — 8.5 —4.8 1.2% 0.1 22 11 к 
Finland . -14 —4.4 —3.8 1.3 —1.6 1.4 1.8 32 
РаПе нада . —2.0 eS 1.8 0.5 —1.5 0.7 0.5 1.6 
Germany, Fed. Вер. of 40 — 6.9 АБ) 1.4 = 1.2 3.4 1.8 
Ireland et? об ..—1.8 —3.1 4.1 4.40 6.5 5.0 21 2.10 
ие . —7.4 —5.3 —1.1 1.62 —0.7 185) 3.4 3.00 
Netherlands . —8.1 — 11.3 — 10.8 1.7 ^—5.2 3.0 5.4 3.1% 
Norway . -9.9 —16.5 —7.7 = - 3.0 — 0.7 == 
Sweden . — 14.4 4.6 —2.3 — 0.47 —1.0 0.2 ae an 
Switzerland P29) —1.4 —0.6 1.4 = 1.2 2.2 1.8 
United Kingdom . 3.7 —3.6 —2.9 1.8 = 22 4.2 1.6 
Canada . —3.4 —1.1 —9.0 —2.1% —4.3 —3.0 —1.4 0.9" 
United States . =0.3 0.9 17 1.00 0.7 —0.1 1.8 1.69 


У ООО 


Sources: As for tables 1.4.5 and 1.4.6 
Note: 1 = January-June. 5 = January-September. © 


Table 1.4.7 shows the differences between the growth 
rates of final output and national input prices. It can be 
seen that from 1979 to 1981 intermediate goods prices 
increased in general at a higher rate than output prices, 
hence putting pressure on industrial profit margins. — 

In 1982 this situation was reversed in all countries 
(with the exception of Austria and Belgium) when higher 
rates of increase were recorded for output prices. This, 


January-October or October. ^ = January-November or October + November. 


together with a more favourable development of unit 
labour costs should have created the possibility for 
significant improvements in the profit margins of 
manufacturing industry. However, it is unlikely that 
under the prevailing conditions of weak or even 
declining demand, these improved margins can be 
translated into a much higher operating surplus. 

Some idea of the relative importance of these various 


34 


Western Europe and North America 


oe ee ee 


TABLE 1.4.8 


Factors contributing to the total rise in final output prices, 1981-1982 
(Percentage change on previous year) 


of which due to: 


Rise in 
final Other Net taxes 
output Wage factor on Import 
prices? costs? incomes® expenditure costs 
Austria 
1981 7.10 2.91 0.45 0.63 3:12 
1982 5.26 1.95 3) 5) === —0.25 
Belgium 
1981 8.63 2.35 0.47 0.42 5.38 
1982 9.62 1.77 2.38 0.60 4.87 
Finland 
1981 11.68 6.19 2.47 1.18 1.84 
1982 6.93 3.72 1.94 0.91 0.37 
France 
1981 12.72 5.91 2.67 1.02 З.И 
1982 А ee 12.38 4.95 РИ = 2.64 
Germany, Fed. Rep. of 
1981 Moe 5.49 2.02 0.63 0.32 2.51 
1982 4.21 1.39 1.65 0.28 0.89 
Netherlands 
1981 8.87 2.04 2.67 0.41 3.75 
1982 5.21 135 2.32 — 0.07 1.61 
Sweden 
1981 9.88 5.39 1.47 №33 1.69 
1982 10.11 2.96 2.68 0.55 3.92 
Switzerland 
1981 6.40 3.24 2.05 0.40 0.72 
1982 ИЯ 3.67 1.82 = 
United Kingdom 
1981 pe AS ЕТ 10.634 4.75 1.98 2.34 1.38 
CCPL ee Oe 8.334 1.66 1.68 1.46 3.39 


Source: National accounts. 


а Market prices of home produced and imported goods and services available for private and public consumption, investment and export 


(i.e. the implicit deflator of total final expenditure). 
5 Incomes from employment. 


© Gross profits and other trading income and, usually, self-employment income; before provision for depreciation. 
4 Including residual (= national accounts’ discrepancy): 1981: 0.18 percentage points; 1982: 0.14 points. 


© January-June 1982 over January-June 1981. 


factors in the overall rate of inflation can be obtained by 
breaking down the rise in the price of total final 
expenditure into its separate components. This is 
essentially an accounting approach and cannot itself say 
anything about the causes of inflation. The results of the 
calculation are shown in table 1.4.8. 

The contribution of the various components to the 
overall rise in prices varies considerably between 
countries, but the general deceleration of earnings 
growth is apparent. The share of wages in the total price 
increase fell sharply in all countries except Finland, the 
Netherlands and Switzerland. (Switzerland was the only 
country where the contribution of wages increased 
significantly.) In Sweden and the United Kingdom the 
fall in the wage contribution in 1982 was very large (and 
the wage share of the price increase in both countries was 
very much smaller than its share in total expenditure) but 
this was offset to a great extent by the rise in import 
prices, in turn mainly due to changes in the exchange 
rate. However, for most of the other countries import 
prices (in national currency) played a much smaller role 
in domestic inflation in 1982 and account for a large 
proportion of the overall deceleration (particularly in 
Austria, the Federal Republic of Germany, the Nether- 
lands and Switzerland). 

Gross trading profits (other factor income) per unit of 


final output improved slightly in a number of countries in 
1982 and this is reflected in an increased contribution to 
the rise in prices. When recovery from the present 
recession eventually gets under way this type of “profit 
push” inflation will probably continue as enterprises 
seek to raise their profits from the historically low levels 
to which they have fallen in the last ten years. 

Table 1.4.9 disaggregates the contribution of imports 
to the rise in prices into its dollar price and exchange rate 
components; an additional contribution comes from the 
change in import shares (i.e. the weight of imports in 
total final expenditure) which is derived here as a 
residual. The change in the dollar price of imports was 
significantly negative for all the west European countries 
in both 1981 and 1982, but this favourable effect was 
offset by the depreciation of most European currencies 
against the US dollar. In Belgium the contribution of 
exchange rate depreciation to the overall rise in prices is 
much larger than the sum of all the domestic compo- 
nents, while in Sweden, the United Kingdom, the 
Netherlands and the Federal Republic of Germany it 
was more than two-fifths. Nevertheless the total 
contribution of imports to the rise in domestic prices rose 
between 1981 and 1982 only in Sweden and the United 
Kingdom. In the latter an increase in import shares also 
contributed significantly to the rise in final output prices 
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TABLE 1.4.9 


Contribution of imports to the rise in final output prices, 1981-1982 
(Percentage change on previous year) 


ee ee eee 


of which due to: 


Total — OOO 
contribution Import prices of which: i 

г n j : Change in 
of imports to in national Import prices Change in eee 
rise in prices* currency in US dollars exchange rate penetration’ 


ee Se a ee re ee 


Austria 

1981 3.12 

1982 —0.25 
Belgium 

1981 5.38 

1982 4.87 
Finland 

1981 1.84 

1982 0.37 
Егапсе 

1981 Shit 

HOST Peer Cee ot 2.64 
Germany, Federal Republic of 

1981"... Ae 2.51 

1982 0.89 
Netherlands 

1981 3.75 

1982 1.61 
Sweden 

1981 1.69 

1982 3.92 
Switzerland 

1981 0.72 

1982 — 0.31 
United Kingdom 

1981 1.38 

1982< 3.39 


2.91 —3.06 5:97 0.21 
0.22 1.19 2.00 — 0.47 
5.28 —4.06 9.34 0.10 
4.67 —3.68 8.35 0.20 
3.00 — 0.92 3.92 —1 16 
0.62 —1.82 2.44 — 0:25 
2.96 —1.86 4.82 0.15 
2.61 АБВ) 3.74 0.04 
MDS) — 2.64 4.88 0.27 
0.57 =1.12 1.69 0.33 
5.47 — 2.69 8.17 eS) 
0.96 42 2.38 0.65 
2.43 — 195 4.38 =e) 
2.90 iE) 4.80 1.02 
1.36 — 3.06 4.42 — 0.64 

—0.28 = 115 0.87 — 0.03 
1.07 —1.68 PTS) 0.31 
1.78 = 72 3.50 


Source: Аз for table 1.4.8 and International Monetary Fund, International Financial Statistics, Washington D.C. 


* Last column of previous table. 


> Change in total import costs minus the change in import prices in national currency. 


© January-June 1982 over January—June 1981. 


(this reflects the combination of a relatively strong 
increase in private consumption in 1982 and a high 
marginal propensity to import). 

Last year’s Survey contained an analysis in which year- 
to-year changes in consumer prices, for a pooled time- 
series, cross-section sample of 13 west European coun- 
tries, were related to changes in consumer prices in the 
previous year (a proxy for the wage-price spiral), import 
prices (exchange rate and dollar price components),M, 
money stock (as a proxy for demand pressure) and a 
measure of demand output relative to its trend (as a 
measure of the rate of capacity utilization).*' The 
analysis of actual developments between 1979 and 1981 
attributed the major role in the rise in consumer prices to 
the impact of past price changes (about 60 per cent) with 
about 20 per cent due to the depreciation of European 
currencies against the dollar. The combined effect of 
money growth and dollar import prices accounted for 
about 15 per cent of the change. 


41 See Economic Survey of Europe in 1981, United Nations, New York 
1982, pp.40-43. 


The relative contribution of these various factors 
changed in 1982. Of the total rise in consumer prices of 
9.6 рег cent,*? 80 per cent was due to the effect of past 
price changes (working through higher wages), 10 per 
cent to a rise in the local currency price of imports and 5 
per cent to the growth in money stock. The contribution 
of the rise in import prices is the net effect of a 5 per cent 
fall in the dollar price of imports and an average 
depreciation of European currencies against the dollar of 
12 per cent. The total increase in consumer prices was 
about 2 percentage points lower than it would have been 
had output been at its trend value. The deceleration in 
the inflation rate between 1981 and 1982 was largely due, 
in roughly equal proportions, to the continued fall in 
capacity utilization and the lower rate of increase in 
import prices. These two factors account for about 90 
per cent of the drop in the inflation rate; the remainder is 
mainly due to the deceleration in past inflation rates (in 
1980 and 1981) with a consequently smaller influence of 
‘inherited inflation” through the wage-cost mechanism. 


32 Unweighted average increase in consumer prices between 
January-November 1981 and the same period of 1982. (The weighted 
average increase was 9.4 per cent.) 


1.5 THE DECLINE IN PRODUCTIVITY GROWTH AFTER 1973: A FURTHER LOOK AT EXPLANATORY 
FACTORS 


Introduction 


Last year the Survey included a study on ‘Changing 
trends in productivity growth’.4? This paper was 
confined to western Europe and North America: it 
concentrated, first, on presenting the statistical facts of 
the productivity slowdown after 1973 and, second, on 
examining the extent to which this slowdown was 
associated with the lower rates of output growth which 
followed the recession of 1974—1975. 

The present study, which should be regarded as a 
progress report on the Secretariat’s research into this 
complex subject, builds on this previous work by 
extending the analysis of the possible causes of the 
slowdown to give greater consideration to supply-side 
factors and, in particular, to the effect of changes in the 
prices of energy and of raw materials on productivity 
growth. Some of the introductory and background 
material in last year’s study has been broadened and 
updated and included in the opening sections below. 

In the first section there is a presentation of the 
statistical facts relating to productivity growth in total 
economy and its major sub-sectors before and after 1973. 
This year suggests itself as a watershed as it was the year 
of the last major cyclical boom before the oil price shock 
and the recession of 1974/75. The following section tries 
to establish by means of a formal statistical test whether 
the break in the trend rate of productivity growth was 
really significant. The next section examines possible 
factors behind the slowdown with particular emphasis 
given to the raw materials and energy price shock, which 
are widely believed to be a major cause of the slowdown. 
The final section summarizes the results obtained and 
puts them into perspective by relating them to the results 
of the Secretariat’s previous study on changing trends in 
productivity growth. Throughout the study productivity 
is measured as real gross value added per person 
employed.*4 


1.5(i) The statistical facts 


Table 1.5.1 compares the productivity growth rates for 
total economy and the major sub-sectors, in 12 countries, 
for periods before and after 1973. The two end-years 
1979 and 1981 are shown in order to bring out the 
worsening effect of the current recession on productivity 
performances. 

It can be seen that in all sectors*> productivity growth 
was lower in the period after 1973. In virtually all cases 


43 Economic Commission for Europe, Economic Survey of Europe in 
1981, United Nations, New York 1982, pp. 44-60. 

44 For the Netherlands and Norway employment is defined in terms 
of man-years and for the United States in terms of “‘persons engaged in 
production” (equal to full-time equivalent employees plus the self- 
employed). 

45 There are two exceptions to this: in the Netherlands and Norway 
productivity growth in the private service sector was faster after 1973 if 
1979 is used as the reference year, but not if the observations are 
extended to 1981. 
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the decline is greater when the comparison 15 made with 
1981 as the end-year. 

Taking the period 1973-1981 as the reference period, 
the average*® decline in productivity growth was 2.3 
percentage points for the total economy (a drop from a 
growth rate of 3.9 to 1.6 per cent). In the business 
sector*” the largest decline was, on average, in total 
manufacturing industry (3 percentage points), the small- 
est in the private service sector (1.5 percentage points). 
For the total business sector the decline was particularly 
marked in Italy (4.3 percentage points), whereas in 
manufacturing industry the fall in growth rates was most 
pronounced in Sweden (about 5 points), Italy and 
Canada (4 percentage points). In contrast, the smallest 
decline for this sector was in Belgium (1.3 percentage 
points). 


1.5(ii) The statistical significance of the “break” in trend 


Since 1973 annual fluctuations in many economic 
series have increased sharply and this of course makes 
inter-temporal comparisons particularly sensitive to the 
choice of end-periods. For this reason some economists 
have queried whether the fall in productivity growth 
after 1973 is really as large as is often claimed and, 
indeed, whether the fall in its trend growth rate is 
significant.*® It is therefore important to dea! with this 
question of whether the break after 1973 is statistically 
significant. This issue was illustrated for total economy 
and total manufacturing industry in the Economic 
Survey of Europe in 19814° with the help of charts which 
plotted the actual productivity levels against the values 
predicted on the basis of their 1960-1973 trend. The 
general picture was that after 1973 the productivity levels 
stayed below the 1960-1973 trend line. Simple log-linear 
time trends, which allowed for a break in the growth rate 
of productivity after 1973 were estimated®° and the result 
was that out of 33 equations (11 countries>! and three 
sectors — total economy, total manufacturing industry 
and the total non-manufacturing sector) there were 30 for 
which the statistical tests indicated the existence of a 
significant drop in the trend growth rate of productivity 
after 1973.52 


46 All averages referred to in this note are unweighted arithmetic 
averages. i 

47 The business sector is defined as total economy less non-marketed 
services. 

48 See, for example, S.J. Prais’ comments made at the Royal 
Economic Society’s conference on ‘Reasons for the Recent Slowdown 
in Productivity Growth in Advanced Economics’, The Economic 
Journal, Vol.93, March 1983. 

43 Pages 47-48, Chart 1.1.5. 

5° The equation for this was as follows: 

log P, = a + b.T + cD + d (D.T), 
where P is productivity, T is time and D is a dummy variable equal to 
zero for 1960-1973 and to one thereafter. 

5! The standard 12 countries of Table 1.5.1, excluding Canada. 

5? The exceptions (for the period 1960-1979) were for Belgium and 
the Netherlands (manufacturing industry) and for Norway, where 
because of the impact of oil, there was even a significant rise in the 
productivity growth of the non-manufacturing sector after 1973. 
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TABLE 1.5.1 


Average annual growth rates of productivity (output per person employed) in total economy and its major sub-sectors 


Е A абы 


Non agricultural business sector 


Private Other я 
есопоту sector® Total Industry ка Manufacturing’ _industries* potion, pee 

Se a he Es EE 
Austria 

1960-7 Vem tees 

1973-79 ate ae an a ae ги ae 4.9 2.9 6.3 

СИА ee ; : i : : : 2.4 1.1 i 

ПОВ он 2.3 2.7 De? 2.8 1.5 3.0 2.2 1.1 a 
Belgium 

et EE) eae 4.4 4.7 4.5 6.1 2.7 6.2 5.9 2.6 6.0 

age Se le ee, het 2.4 р 2.7 4.8 0.7 5.5 3.4 0.7 2.8 

В о 2.4 2.8 27 4.6 0.9 4.9 4.0 0.9 3.3 
Finland 

SE са. 4.2 4.7 3.6 4.1 2.9 4.4 3.8 725) 5.4 

197379 er ee ee 3.1 3.6 2.8 3.1 2.6 3.0 3.7 2.1 6.7 

1973-8 lee en ye ee 2.6 3.0 2.4 2.8 1.9 2.6 3.5 1.6 5.2 
France 

ар oe a thee 4.8 by) 4.4 5.7 3.0 6.2 4.5 3.0 6.3 

ре ое ee 2.8 3.1 2.8 3.7 Oat 4.2 2.3 2.0 4.0 

1973 орет: №: 2:3 2.6 2.4 3.1 1.8 3.5 1.9 1 2.7 
Germany Fed. Rep. of 

1960-7320 ee ee 4.3 4.8 4.3 4.7 3.7 5.0 3.8 3.0 6.4 

А то о 3.1 3.7 3.5 3.5 3.6 3.6 3.0 721] 4.0 

Е ee eT ee 2.6 3.0 2.8 2.7 3.0 2.7 2.6 212 3.9 
Italy 

Об OR +. 5.7 6.5 5.2 5.7 4.5 6.4 3.1 3.4 7.5 

1973-799 ees. и 1.9 23 1.8 22 1.4 2.5 0.1 0.9 3.9 

1973-61 te ао МИЯ 1.8 2.2 2.0 1.0 2.6 — 0.8 0.7 4.4 
Netherlands 

бо 4.1 4.2 3.9 6.3 1.7 7.2 3.7 2.2 6.1 

О ить 22 2:5 2.3 2.8 0 4.1 —0.6 1.6 5.0 

РД Ре a 1.6 1.9 1.6 2.4 1.1 3.4 — 0.6 0.9 6.3 
Norway 

УЕ: о ease ke 3.4 3.8 32 3.6 2.8 3.5 3.9 2.3 4.5 

ТО HAs... ес 2.4 2.8 2.5 1.3 3.2 0.5 2.2 2.6 4.3 

1973-81 Game  >.-. 2.0 2.3 2.0 1.2 2.4 0.8 1.4 1.9 4.7 
Sweden 

Об ть. 3.1 4.1 3.5 4.7 2.1 5.3 3.3 1.0 7.5 

Е а Gu Cnn 8 8 0.8 1.6 1.6 1.4 2.0 1.0 2.4 0.6 1.0 

Gy В a eer ane 0.5 тэ 1.2 1.0 1.5 0.5 22 0.3 1.6 
United Kingdom 

1960273 haste 25 ct) аа. ce 2.6 3.0 2.9 3.5 2.1 3.6 3.2 1.6 6.5 

О ah els cla, Atak. 0.5 0.5 0.4 0.6 0.2 0.8 0.0 0.3 2.2 

197 В, сои 0.5 0.5 0.4 0.4 0.2 0.7 — 0.5 0.4 2.9 
Сапада 

Обо Засоби 27 3.3 2.9 4.1 1.8 4.5 3.6 1.4 4.5 

3 Е: 0.5 0.8 0.7 1.1 0.7 1.6 — 0.1 0.4 1.8 

Е ee se ee ts 0.1 0.3 0.1 0.4 0.1 0.7 — 0.2 - 3.0 
United States 

CE Saas eee 2.2 2.4 DS 2.9 1.8 3.5 1.1 1.6 3.5 

а ce tse, 0.5 0.4 0.3 0.4 0.3 1.2 —2.1 0.5 2.1 

1973-81 0.4 0.3 0.3 0.5 0.2 1.1 —1.4 0.4 2.4 


eee ee ee ВОС ООС ОДО СОСО О СООО ООО ООС СОСО СООО ССОО ООС О ООО СОСО С О СОСУТ ООС СООО ССОО СООО СОСОСОССС ОС ССОО ОСТ СОСО ССОО ССС СОСТОЯ 


Sources: National statistics; OECD, National Accounts, Paris; Eurostat, National Accounts, Luxembourg; and Secretariat estimates. 
Note: Data for Norway and the United Kingdom exclude the extraction of crude oil and natural gas. 1 | 
« For the Netherlands and Norway employment is defined in terms of man-years and for the United States in terms of “persons engaged” (full-time equivalent employees and self-employed). 


> 1964-73. 
‹ 1973-80. 
4 1963-73. 
* Business sector = total economy /ess non-marketed services. 


Industry = mining and quarrying, manufacturing, electricity and gas, and construction. 


¢ The data for Austria, France and the Netherlands include mining; the data for Italy include fuel and power products. 
h“Other” industries = industry /ess manufacturing. For Canada includes forestry and fishing. 


‘Canada: excludes forestry and fishing. 


For this note a test for a break in the trend growth rate 
of productivity was made for six of the nine aggregates 
shown in Table 1.5.1, namely, total economy, total 
business sector, manufacturing industry, “other” indus- 
tries (mining, construction, electricity and gas), the 
private service sector and agriculture. 


The approach chosen in the previous Survey may be 
criticized on the grounds that the regression equations 
were estimated without a cyclical intensity variable and 
that therefore part of the estimated slowdown may 
simply be the normal consequence of a cyclical down- 
turn. However, separating trend from cyclical compo- 
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TABLE 1.5.2 


Summary Table: Testing for a break in the time trend of productivity 1960—-1981° 
ee 


Sect Total " и 
a Total business Manufacturing “Other sa Private 
Country economy sector industry industries Agricuiture services 
OU 
ieee See ee eS eee 
i * * * * 
Austria’. i? м (+) 
Belgium® к 2 2 
pace .. : ("] . [* (" 
О ыы Е ь и р 3 
Germany, Fed. Rep. of ы у : (*] (*) 
Italy me eee ee ММ ell Ге] "] : 1 
Netherlands) ес. к ь х 2 [*] 
Norway Е 
Sweden‘! ate a a у ь [*] м 
United Kingdom < ‘ а [= 3 
United States 
* * * * 


Canada 


ee eee 


° Regression equation: 


log Pt = b, + b, T + b,.D. + b; (D.T) + by -щ + bs - (щ.щ 1) 


where 
P = productivity 
T = time 


D = Dummy variable which is 0 for the years 1960-1973 and | thereafter 


u, = rate of unemployment in year , 


* and ** indicate a change in the trend growth rate which is significant at the 1 per cent and 5 per cent levels respectively (two-tailed t-test). 
A bracket around an asterisk indicates that the unemployment variable was excluded from the regression equation. 


> 1964-1981. 
© 1960-1980. 
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nents when the trend and both the amplitude and 
periodicity of the cycle appear to have changed is 
virtually impossible. Nevertheless for the purpose of this 
paper an attempt has been made to correct for cyclical 
changes by using the rate of unemployment as a cyclical 
intensity уапаЫе.53 The results obtained were not too 
encouraging. Out of 72 regressions (six aggregates and 
12 countries) the concurrent unemployment rate was 
significant in only 12 cases, and of these only four (all in 
Italy) had the expected negative sign. This outcome 
possibly reflects the fact that the unemployment rate 
itself has shown a positive trend since 1973. The second 
cyclical term (и, - u,_;) was significant in 29 out of 72 
cases (in the United States for all six aggregates) and in 
all these cases the sign was negative. Given these results 
thg regressions were, in a number of dubious cases, also 
run without the cyclical terms. 

Table 1.5.2 summarizes the results obtained. Keeping 
in mind the above qualifications and in order to avoid a 
possible bias in favour of the structural break hypothesis, 
only coefficients at the | per cent ог 5 per cent level of 
significance were retained as indicating a significant 
slowdown in the growth rate of productivity. 

Out of 72 cases there are only 8 for which the dummy 
on the time variable is not significant. This is the case 
for the agricultural sector in Austria, Belgium, Finland 
and Canada, the private service sector in Finland, 
Norway and Sweden, and “other” industries in Finland. 

Finally, for manufacturing industry only, the tests for a 
structural break were also carried out by using the 
deviation of output from its trend value as a cyclical 


53 The equation estimated is given in table 1.5.2. The purpose of u, 15 
to adjust for the generally observed fact that the level of productivity is 
lower when resources are not fully utilized, and the (и, - u,_,) variable is 

supposed to adjust for lower (higher) productivity relative to trend 

when the economy is moving into (out of) recession. The expected sign 

for both cyclical variables is therefore negative. This approach was 

recently used by P. Clark, ‘A new estimate of potential GNP’, in: 

Hearings before the Joint Economic Committee, Congress of the United 

pages oe Congress, First Session, Part I, pp. 39-54, Washington 
©5219 5 


correction {егт.5% For this modified version the tests 
indicate a significant break (at the 1 per cent level) in 10 
of the 12 countries. For Finland the coefficient on the 
time dummy was only significant at the 10 per cent level. 
In contrast with the previous equation, no significant 
change in the trend growth rate was established for 
Belgium. 


1.5(iii) Factors behind the productivity slowdown 


The major finding of the previous section is the 
pervasiveness of the productivity slowdown both among 
countries and among the major sectors in each economy. 
In fact, on an even more disaggregated level, namely 18 
branches of manufacturing industry, it was found that, 
for a sample of 10 countries,*> and for 145 of a total of 
180 observations (10 countries x 18 branches) the 
productivity growth rate in the period 1973-1978 was 
significantly lower than in the period 1968-1973.56 It 
seems unlikely that such a widespread phenomenon 
could have been caused by the accidental interplay of 
purely country-specific factors. A more plausible and 
also more promising approach to explaining the produc- 
tivity slowdown is thus to search for factors which are 
common to all countries. 

From the literature which has grappled with this 
subject over the last few years it is clear that the issue is 
highly complex and that the explanations of the causes of 
the productivity slowdown as well as proposals for 
reversing it remain controversial. The various factors, 


53 The trend values of output were estimated by a simple linear time 
trend, which allowed for a structural break after 1973. The equation 
estimated was: 

log О, = a + b.T + c(D.T) + d.D 
ba Q is output and all the other variables have the same meaning as 
above. 
Note that by virtue of this procedure, the cyclical term is orthogonal to 
the time variable in the fitted log-linear productivity equation, 
implying zero correlation between them. 

55 The standard twelve countries in this note, excluding Austria and 
Canada. 

5© See Economic Survey of Europe in 1981, p.57. 
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which at one time or another have been suggested as the 
principal causes, encompass virtually all aspects of 
modern societies and occupy an important position in the 
broader macro-economic controversies on the causes and 
cures of stagflation. 

Standard growth accounting, as developed in the 
United States by Denison and Кепанск,57 has so far 
failed to explain the major portion of the slowdown. In 
fact, it may even be suggested that the problem became a 
real challenge once the inadequacy of the growth 
accounting approach to cope with it was established.58 

The decline in productivity growth was much too 
sudden and too sharp in order to be explainable by the 
factors entering the growth accounting framework, 
which is more likely to be suitable for the analysis of 
gradual changes. This leaves two major basic ap- 
proaches to the problem, which are nevertheless closely 
interconnected. The first tries to establish a direct link 
between the slowdown and the macroeconomic distur- 
bances that occurred during the 1970s (e.g. the end of 
Bretton-Woods, the industrial raw materials and energy 
price shock, persistently low growth of demand, infla- 
tion, low investment activity, etc.). A second approach 
sees the productivity slowdown in a much wider 
historical perspective. Starting from the favourable 
factors which contributed to the rapid rates of economic 
growth which occurred between the end of World War II 
and the beginning of the 1970s, this approach suggests 
that the phasing out of factors which in many respects 
were exceptional would have led to a decline in 
productivity growth in the near future anyway. For the 
advocates of this view the macroeconomic disturbances 
of the early 1970s only accentuated basic impediments to 
economic growth that had gradually been building up in 
the 1960s in western industrial societies.*? Hence the 
major thrust of this approach has been, in addition to 
isolating the variables impinging on the proximate 
sources of growth, to identify the broader factors and 
conditions that stimulate or hinder economic activity.©° 
However, even if the impact on productivity growth of 
many of these “broad” systemic factors cannot be 
denied, it is often difficult to assess their contribution in 
other than purely qualitative terms. Much of the 
arguments, especially with regard to the link between the 
rise of the welfare state and the slowdown, remain 
therefore speculative,°! though not totally implausible. 


57 See, Е. Denison, ‘Explanations of Declining Productivity 
Growth’, Survey of Current Business, August 1979, Vol. 59, No. 8, Part 
П, pp. 1-23, and J. Kendrick, ‘Survey of the Factors Contributing to 
the Decline in US Productivity Growth’, The Decline in Productivity 
Growth, Conference Series No. 22, Federal Reserve Bank of Boston, 

j1-21- 

РР. For а general critique see also К. Nelson, ‘Research оп 
Productivity Growth and Productivity Differences: Dead Ends and 
New Departures’, Journal of Economic Literature, Vol. X1X (September 
1981), pp. 1029-1064. 

59 See, for example, Assar Lindbeck, ‘The recent slowdown of 
productivity growth’, who employs the notion of “ап emerging 
‘arteriosclerosis’ of the western economies”, and H. Giersch and F. 
Wolter, ‘Towards an explanation of the Productivity Slowdown: An 
Acceleration-Deceleration Hypothesis’, who argue that the slowdown 
in productivity growth “reflects the erosion of many of the favourable 
conditions which contributed to the long sprint of economic develop- 
ment after World War II”. Both of these papers were prepared for 
the Royal Economic Society Conference on ‘Reasons for the Recent 
Slowdown in Productivity Growth in Advanced Economies’ (London, 
July 1982) and are published in The Economic Journal Vol.93, March 
1983. Ina similar vein it has been argued — in the case of the United 
Kingdom — that the slowdown is nothing “but a reversion to normal 
after a period of temporary acceleration, whose stimulus, a lower real 
cost of capital, has now been fully absorbed into the system’. See к: 
Sargent, ‘Productivity and profits in UK manufacturing’, Midland 
Bank Review, Autumn 1979, p.13. 

60 See also В. Nelson, op.cit., p.1053. 

61 See, for example, М. Abramowitz, ‘Welfare Quandaries and 
Productivity Concerns’, American Economic Review, Vol. 71 (1981) No. 


1, pp. 1-17. 


Anyway, it is clear that even though the gradual erosion 
of the earlier “favourable” or “exceptional” conditions 
has probably contributed to the lower productivity 
growth after 1973, the suddenness and pervasiveness of 
this phenomenon across individual countries suggests 
that the major factors behind the slowdown must be 
sought in the macroeconomic disturbances of the 1970s. 

In the study carried out by the Secretariat last year®? 
the major focus was on examining the extent to which the 
slowdown was associated with lower rates of demand 
growth after 1973. Before turning to the more detailed 
examination of the role played by the rise in the price of 
energy and raw materials, which is the main focus of the 
present paper, two other possible factors are examined, 
namely, the role of factor reallocations and the effects of 
the slowdown of capital formation in the 1970s. 


(a) The importance of factor reallocation 


Among the structural changes that stand out in 
modern industrialized societies are the shifts of employ- 
ment from agriculture to the non-agricultural sector on 
the one hand and from industry to services on the other 
hand. In fact, the latter shift has given rise lately to 
discussions about the economic implications of de- 
industrialization. 

Given the different levels and growth rates of 
productivity in these sub-sectors of the economy, it is 
interesting to measure the extent to which these shifts of 
resources have contributed to the observed change in 
productivity growth. (The shifts out of agriculture and 
into services have both a trend and a cyclical component 
but no attempt has been made to separate the two in the 
following calculation.) 

This can be done by using a simple normalization 
technique, which separates the productivity change in 
the total economy (or any other aggregate) into three 
components, namely: : 


— the productivity change that would have occurred 
in a given period if the structure of employment 
had remained the same as in the initial year (i.e. 
the change due only to intra-sectoral changes in 
productivity); 

— the productivity change attributable to changes in 
the distribution of employment between sectors 
with different productivity levels (i.e. the shift 
effect); 

— the interaction or joint effect of the previous two 
components (this arises because in an additive 
decomposition the total change cannot be allocat- 
ed exactly among its components).°? 

Table 1.5.3 shows the results of this exercise when the 
economy is sub-divided into the agricultural sector and 
the non-agricultural sector. Taking the arithmetic 
average of each factor, it can be seen that of the average 


6? Economic Commission for Europe, Economic Survey of Europe in 
1981, United Nations, New York.1982, pp. 44-60. 
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sectoral shares in total employment in period t. The first component on 
the right-hand side is the intra-sectoral productivity effect and the 
second term is the shift effect. The third component shows the joint or 
interaction effect of the first two components. 
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TABLE 1.5.3 


Decomposition of the productivity change in total economy? 
(Average annual rates of change) 


oe ee ee ee ee 


A B C=B-A 
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= г Intra- Inter- Intra- Inter- 
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Па ee | 4.59 0.76 0.36 1.80 1.49 0.33 —0.02 —3.91 —3.10 —0.43 —0.38 
Netherlands bon ee ee 4.09 3.94 0.14 0.01 1.64 1.64 0.04 —0.04 —2.45 —2.30 —0.10 —0.05 
INorwayy зе о и. 33 2.93 0.38 0.07 1.95 1.84 0.14 —0.02 —1.42 -—1.09 —0.24 —0.09 
Sweden оо 335144 2.92 (3 Я 0.50 0.46 0.05 —0.01 —2.64 _—2.46 —0.28 0.11 
United Kingdom Re cha 2.00) 2.60 01050105 0.46 0.46 - = —2.14 —2.14 —0.05 0.05 
Wnited States 221 2.13 0.08 —0.01 0.39 0.38 002 001 182—175 — 0:06 — 
апача Аи et ке 270 2.42 0.26 0.02 0.08 0.04 0.06 —0.02 —2.62 —2.38 —0.20 —0.04 


Note: Small differences between total change and sum of components are due to rounding. ‘ . 
« The total economy was divided into two sub-sectors, namely the agricultural sector (including forestry and fishing) and the non-agricultural sector. For Canada the agricultural sector excludes 
forestry and fishing. 
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productivity growth of 3.9 per cent growth in the period 
1960-1973 about 0.3 percentage points are accounted for 
by the shift of employment to the non-agricultural sector 
of the economy. This is a somewhat biased figure, 
however, as the shift effect was of very limited 
importance in Belgium, the Netherlands, the United 
Kingdom and the United States. For the remaining 
eight countries it accounts for roughly 0.3 to 0.5 
percentage points of the productivity increase. For Italy 
the shift effect was highest in absolute terms - between 
0.8 and 1.0 percentage points (for the higher figure half 
of the large interaction effect has been allocated to the 
shift effect). 

In the second period, 1973-1981, the contribution of 
the employment shift, in the group of eight countries 
where it was of relative importance in the first period, fell 
on average to 0.1 to 0.2 percentage points. 

Calculating the differences between the three compo- 
nents in the two sub-periods, it is found that the slowing 
down in the movement of employment from the 
agricultural to the non-agricultural sector accounts on 
average for some 0.2-0.3 percentage points of the decline 
in productivity growth (the higher figure is obtained 
when half of the interaction effect is allocated to the shift 
effect). The shift effect has contributed virtually nothing 
to an explanation of the decline in productivity growth in 
Belgium, the United Kingdom and the United States. In 
contrast, its contribution was above average in Finland 
(0.4 percentage points), Austria (0.3-0.4 points) and Italy 
(0.4-0.6 points), all countries where the size of agricultur- 
al employment is still relatively high. 

In a second calculation the non-agricultural sector was 
further sub-divided into the industrial and the service 
sectors. Table 1.5.4 shows the net effects on total 
productivity growth of the employment shifts between 
these three sectors of the economy. The general feature 
is for a smaller shift effect in the period after 1973. Note 
that the interaction effect is fairly high and negative in a 
number of countries in one of the two sub-periods. This 
suggests a fairly low degree of correlation between 
increases in intra-sectoral productivity levels and in- 


creases in employment. In order not to obfuscate the 
analysis, half of the interaction effect can be allocated to 
the shift effect and half to the intra-sectoral effect.°* If 
this is done, the result is that the shift effect accounts on 
average for 0.3 percentage points of the decline in 
productivity growth. This is about the same figure as for 
the shift between the agricultural and the non-agricultur- 
al sector. In contrast with the finding above, the shift 
effect shows a higher negative impact for this particular 
sectoral breakdown in Belgium, the Netherlands, France 
and Canada. For the other countries the results do not 
change very much. 

The general conclusion therefore is that the impor- 
tance of the shift factor as an explanation of the 
productivity slowdown varies a lot between countries. 
For the United Kingdom and the United States the 
impact is negligible (about 4 to 6 per cent of the total 
slowdown, if half of the interaction effect is allocated to 
the shift effect); elsewhere it is somewhat higher: 
Finland stands out with the shift factor accounting for 
about 30 per cent of the slowdown, whereas for the 
remaining countries the contribution ranges between 10 
and 15 per cent. 

It can be argued that the above calculations tend to 
under-estimate the importance of factor reallocations for 
total productivity growth because first, they are made at 
a very aggregate level and second, because they neglect 
the importance of capital reallocations. A study of 
Swedish manufacturing industry concluded that at least 
25 per cent of labour productivity growth in the 1960s 
was the direct result of shifts of resources, labour and 
capital, between various manufacturing branches.®5 

Though the importance of resource shifts at the micro 
level appear to be intuitively plausible, it is hard to find 


54 This is arbitrary, but there is no objective solution to this basic 
index number problem. 

65 В. Carlsson, ‘Den tekniska utvecklingens innehall och betydelse 
for den ekonomisk tillvaxten”. In Foretagen i marknadsekonomin, 
Stockholm: Industriens Utredningsinstitut, 1979, quoted by Assar 
Lindbeck, /ос.сй. 
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TABLE 1.5.4 


Decomposition of the productivity change in total economy? 
(Average annual rates of change) 
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* Total economy was divided into three sub-sectors: (i) Agriculture, forestry, fishing; (ii) Total industry; (iii) Total services sector. For Canada agriculture excludes forestry and fishing. 
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empirical evidence that these shifts have slowed down 
significantly after 1973. 

At a semi-disaggregated level, i.e. the reallocation of 
labour among 18 branches of manufacturing industry, 
this hypothesis is, in general, not confirmed. It was 
found that in seven out of 10 countries®° the shift effect 
had increased in the period 1973-1978 as compared with 
1968-1973.°’ Only in the Federal Republic of Germany 
(30 per cent) and Italy (16 per cent) does the shift effect 
play a relatively significant role in the decline in 
productivity growth.°® 

However, it still would appear to be desirable to take 
the role of capital explicitly into account when analyzing 
the importance of factor reallocations for productivity 
growth. This is so because to the extent that average 
productivity levels between sectors differ because of 
different levels of capital intensity, workers moving into 
high (low) average productivity sectors have high (low) 
average productivity only because they have more (less) 
capital to work with.°? Assuming a correct measurement 
of capital services this would imply that the shift effect as 
measured above is only a mirror image of the changes in 
the overall rate of capital-labour substitution. It is 
therefore useful to consider directly the effects of capital- 
labour substitution on productivity growth. 


(b) The role of capital-labour substitution 


Attempts to assess the impact of changes in capital- 
intensity on the productivity slowdown have generally 
failed to assign a significant role to this factor. Following 
the standard growth accounting framework the contribu- 
tion of capital-intensity changes to labour productivity 


66 The standard 12 countries, excluding Austria and Canada. 

67 Economic Survey of Europe in 1981, Table 1.1.34, p.58. 

68 The above percentages include half of the interaction effect. 

69 М.М. Baily, ‘Productivity and the Services of Capital and 
Labour’, Brookings Paper on Economic Activity, No. |, 1981, рр.24-25. 


growth is given as the product of the former variable and 
the output elasticity of capital.”° 

Table 1.5.5 updates a similar calculation made in the 
Economic Survey of Europe in 19817! for manufacturing 
industry in 8 countries. It can be seen from the first two 
columns that most countries experienced a marked 
decline in the growth of their gross capital stocks after 
1973. For Norway the decline is somewhat less 
pronounced than for the other countries, and in marked 
contrast there was an acceleration of capital stock 
growth in the United States. There were particularly 
large declines in the growth rates for the Federal 
Republic of Germany (4.5 percentage points) and Italy 
(3.6 percentage points). 

Given the concommitant changes in employment, it 
can be seen from columns 4 and 5 of Table 1.5.5 that the 
growth of capital intensity accelerated in the second sub- 
period in Canada, France, Norway, the United King- 
dom and the United States; it remained virtually 
unchanged in Austria, and decelerated in the other four 
countries. 

Column 8 gives the estimated contribution of the 
change in the growth of capital intensity to the change 
(decline) in productivity growth. It can be seen that in 
only four of the 10 countries in the present sample does 
the capital intensity variable actually contribute to an 
explanation of the productivity slowdown. For Finland 
and Sweden this factor is relatively small and accounts 
for 0.3 percentage points of the total slowdown of 1.8 and 
4.7 percentage points, respectively. In contrast, the 


7° This approach assumes a production function of the form 
Ук 
where L and K stand for the input of labour and capital respectively, 
and x and (1-x) denote the respective elasticities of output with respect 
to changes in inputs. r denotes the rate of technical progress or the 
famous “measure of ignorance”. Labour productivity growth can be 
expressed as the sum of the growth rate of capital intensity, weighted by 
the elasticity of output with respect to capital, and the “residual” г, i.e. 


(Y/L) = (1—x) (K/L) + г. 
71 p51, Table 1.1.30. 
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TABLE 1.5.5 


Capital intensity (K/L) and productivity (P) in manufacturing industry’ 
(Average annual rates of change) 
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«К = real gross capital stock (average annual rate of growth) and K/L = capital—labour ratio (average annual rate of growth). 


> Output elasticity of capital. 
© Differences in compound growth rates of productivity (1973-1981 and 1960-1973). 


4The growth rates for the first sub-period refer to: 1964-1973: Austria; 1962—1973: France, Norway; 1961-1973: Canada. | 
©The data for Norway refer to mining, manufacturing and construction, but exclude activities related to the extraction of crude oil and natural gas. 


contribution is much larger for the Federal Republic (0.9 
percentage points of the total slowdown of 2.3 points) 
and Italy (1 percentage point of 3.8 points). 

The generally small or insignificant contributions of 
lower capital stock growth to the fall in productivity 
growth have led economists to speculate as to whether 
the measured capital stock for the period after 1973 
overstates the stock that firms might actually find 
economical to use.’ This argument is based on the 
presumption that the drastic increase in the relative price 
of energy after 1973 has reduced the profitability of 
energy intensive activities and thus rendered part of the 
capital stock obsolete before the end of its “‘normal” 
useful life. As the standard official procedures for the 
compilation of capital stock data are based on fixed 
patterns of retirement and depreciation, an immediate 
consequence would be that the official capital stock data 
over-estimate the economically useful capital stock. 
This may also happen to the extent that fixed investment 
after 1973 may have been directed more to increased 
energy efficiency of production rather than an increase 
in the total capacity to produce goods. 

Obviously a correction of official capital stock data 
according to revised retirement and depreciation rates 
would be a major task, well beyond the resources 
available for the present paper. But in order to 
demonstrate what is involved in quantitative terms the 
following rough calculation can be made. Assume that 
the economically useful capital stock stopped growing in 
1973 but employment growth remained the same as 
between 1973-1981: how would this modify the above 
calculations? 

Table 1.5.6 contains the relevant data for an answer to 
this question. Column 1 shows the actual contribution of 
capital-labour substitution to productivity growth in the 
period 1960-1973. The second column shows the 
contribution estimated according to the hypothesis in the 
previous paragraph. The third and fourth columns show 
the “implied” and the actual decline in productivity 
growth. It can be seen that under this hypothesis the 
changes in capital intensity would account for 50 per cent 
and more of the decline in productivity growth in five of 
the 10 countries. In Finland nearly all of the decline 


7? See, for example, М.М. Baily, ‘Productivity and the Services of 
Capital and Labour’, Brookings Papers on Economic Activity, No. 1, 
1981, pp. 1-65. 


could be so explained and about 75 per cent in the 
Federal Republic of Germany. At the lower end of the 
scale are the United Kingdom (3 per cent) and the 
United States (25 per cent). These contributions of 
capital obsolescence to the productivity slowdown 
should be seen as upper bounds on the basis of a very 
unrealistic hypothesis. It is therefore unlikely that its 
contribution could be as large in practice, but neverthe- 
less the possibility of a significant loss in productivity 
growth from this source cannot be dismissed. 
Furthermore, the obsolescence hypothesis overlooks 
the fact that a rise in the relative price of energy will 
cause a decline in the relative price of labour and hence 
increase the useful life of labour intensive capital 
goods.’ The net effect of these shifts is far from clear. 
In addition, it may be argued that in a world where 
factors are not substitutable in the short run, the effect of 
a shift in the relative price of energy on capital-labour 
substitution is more likely to be spread over a relatively 
long time span. This implies that capital is not scrapped 
immediately although, at best, its life time will be shorter 
than expected. There is therefore no change in the 
measured productivity of existing capital until it is 
retired and only the new additions to the capital stock, 
which substitute labour for energy, will lead to a decline 
in productivity growth.’ However, the obsolescence 
hypothesis does appear to be intuitively plausible. A rise 
in the price of intermediate inputs relative to final’ prices 
must imply a fall in domestic factor income and therefore 
in value added per person employed. Insofar as this falls 
on gross profits instead of wage income there is bound to 
be a fall in the profitability of the existing capital stock. 
The next section explores this question in greater detail. 


(c) The effect of changes in the relative price of energy and 
intermediate goods 


It was argued above that given the pervasive phenom- 
enon of the productivity slowdown the most promising 
explanation of the decline in productivity growth after 
1973 lay in the search for common factors which might 


73 See, for example, F.W. Gunning, М. Osterrieth, Е. Waelbroeck: 
“The price of energy and potential growth of developed countries”, 
European Economic Review, Vol. 7, (1975), pp. 35-62, especially p.40. 

74 See the comments of Robert Solow on the above-cited paper of 
М.М. Baily, op.cit., рр. 60-6]. 
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TABLE 1.5.6 


Capital intensity (K/L) and productivity (P) in manufacturing industry: the zero growth of capital stock 
hypothesis 
ИИ 


Contribution to 
productivity 
growth 


Country 1960-1973 


В, ИИ 


(1) 


Austria AP neato Е в 1-7 
Капа 4. 1.5 
Егапсе ' 1.7 
Germany, Fed. 

Rep. of 2.3 
Italy 1.9 
Norway м ох 1.2 
О ео ол ey 
United Kingdom 1.0 
United States 0.6 
Canada 1.1 


Hypothetical Hypothetical 
contribution to contribution 
productivity to the 
growth productivity 
1973-19815 Differences slowdown 
(2) G3) = 2) = @) (per cent) 
0.2 155) 53.6 
0:2 Shed 94.4 
0.5 7) 44.4 
0.5 = 78.3 
— = 19 50.0 
= =| 52:2 
0.2 = 28.0 
0.9 — 0.1 3.4 
= — 0.6 25.0 
= 0.3 — 1.4 36.8 


м нь , _ , ЗФ 


Note: The footnotes to table 1.5.5 also apply here. 


* Calculated as the product of the rate of change of capital intensity and the output elasticity of capital (see also table 1.5.5). 
‚ Calculated on the assumption that the economically useful capital stock stayed at its 1973 level. 


have slowed down the pace of economic activity in all the 
industrialized countries. As the beginning of the 
slowdown is generally located around the year 1973, it 
seems obvious to see whether the productivity slowdown 
is connected with the two price shocks that occurred in 
the years 1972-1974, namely, the sharp acceleration in 
manufactured raw material prices in 1972-1973 and the 
ensuing oil price shock in 1973-1974. 

In general, the possible impact of the energy price rise 
has received much greater attention than the possible 
effects of the rise in raw material prices, which have only 
recently been claimed to be a significant factor behind 
the productivity slowdown. "5.76 

In a more general way it seems appropriate to view 
these attempts in the wider context of the recent concern 
of economic research with the modelling of price 
shocks.’’ It is certainly justified to say that the empirical 
results of the measurement of the short-run and long-run 
repercussions of (energy) price shocks are still very 
controversial, as are the underlying theoretical models 
themselves.’7® This may also partly be a reflection of the 
fact that the tools economists have developed so far to 
analyse and quantify system changes are probably more 
appropriate for measuring the impact of small variable 
changes (marginal analysis) rather than large changes 
such as the price shocks that occurred during the 1970s. 
Briefly, the general way in which these price shocks may 
affect the level and degree of change of economic activity 
is supposed to be as follows: given a rise in the relative 
price of energy or any other material input, the price of 


75 See M. Bruno, Raw materials, profits and the productivity slowdown, 
Working Paper No. 660R, National Bureau of Economic Research, 
Cambridge, Mass., December 1981. 

76 For an early assessment of the dampening effect of large changes 
of commodity prices on the level of economic activity see: N. Kaldor, 
‘Inflation and Recession in the World Economy’, The Economic 
Journal, December 1971, Vol. 86, рр. 708-714. 

77 See, for example, M. Bruno and Jeffrey Sachs, ‘Supply versus 
Demand Approaches to the Problem of Stagflation’, in H. Giersch 
(editor) Macroeconomic Policies for Growth and Stability, Kiel- 
Tiibingen, 1981, and for a brief review: P.J.K. Kouri, ‘Macroecono- 
mics of Stagflation and Flexible Exchange Rates’, American Economic 
Review, Papers and Proceedings, Vol. 72, No. 2, May 1982, pp. 390- 
394. 

78 See, for example, the comments of F. Tobin and E. Malinvaud on 
the above-mentioned paper by М. Bruno and J.F. Sachs, /oc.cit. 


final products will be pushed up, entailing a fall in 
demand and output. At the same time, the rising cost of 
intermediate goods also leads to a “‘terms-of-trade” loss 
on the side of domestic incomes, thus reducing value 
added. Given real wage stickiness the consequence is a 
profit squeeze, which in turn may affect future capital 
accumulation. 

Furthermore, the change in the relative price of 
intermediate inputs (energy) may render part of the 
production processes unprofitable and thus reduce the 
level of optimal and actual use of existing capacities. 
Depending on the technical substitution possibilities 
firms may also decide to switch to other production 
methods in order to reduce the costs of energy and/or 
material inputs per unit of output. In addition, the 
inflationary push given to product prices 1s likely to have 
a deflationary effect on demand insofar as governments 
are likely to adopt fiscal and monetary policies which will 
reduce demand and the level of industrial activity. 

There are thus basically two channels through which 
changes in the relative price of raw materials and energy 
may affect output and productivity: the first, the direct 
channel, operates on the supply side via the “‘terms-of- 
trade” loss and the induced substitution process. The 
second consists of the derived effects of higher input 
prices on final demand. It is only with the first that 
attempts to account for the contribution of the raw 
material and energy price shocks are concerned. 

However, before the possible impact of changes in the 
relative price of energy or, more generally, of intermedi- 
ate goods, is explored further, it will be useful to examine 
the price developments that actually occurred in the 
1960s and 1970s. 


A comparison of the price shocks 


Changes in world market prices. Changes in world 
market prices of raw materials are shown in Table 1.5.7. 
The following picture emerges: from 1960 to 1972 raw 
material (including energy) prices rose at an annual rate 
of about 2 per cent, whereas from 1972 to 1981 the 
average rate of change was about 23 per cent. 

In 1973 industrial raw materials and food rose by 
about 55 per cent, and energy raw materials by about half 
that rate (29 per cent). The year 1974 witnessed the oil 
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TABLE 1.5.7 


Changes in world market prices of raw materials* 
een 


Total excluding 
energy 


raw materials 


Energy raw 
materials 


Industrial 
Food 


oy SE tee хх ^ РНИИ eee ee 
A. Compound growth rates 


1960-1972 . 2.2 

1960-1973 . 4.9 = re 52 к 
1966-1972 . 3.7 1-1) 0.3 7.2 4.0 
1966-1973 . 8.7 8.0 6.8 10.0 9.9 
1972-1979 22.8 13.3 13.1 17 13.5 
1973-1979 19.6 15) ez 32.1 8.0 
1972-1981 23.4 9.9 9 32.8 9:9 
1973-1981 21.1 58) 5:2 33.3 5.5 

В. Year-to-year growth rates 

1973/72 44.2 54.7 55.8 28.9 53.0 
1974/73 99.8 30.6 19.0 219.8 48.1 
1975/74 —4.1 — 14.5 = Net 3.2 — 18.0 
1979/78 31.5 22.0 31.0 36.9 11.0 
1980/79 48.0 13.7 12.5 65.1 15.4 
1981/80. . 6.5 139 — 12.4 13.6 —16.2 


Sources : Intereconomics, September/October 1980 and various other issues; Bulletin de la Banque nationale de Belgique (various issues); 
Monatsberichte der Deutschen Bundesbank, various issues; and own calculations by the Secretariat. 
* HWWA raw material price index, published by the HWWA-Institut fir Wirtschaftsforschung, Hamburg. 


TABLE 1.5.8 


Changes in world export prices of primary commodities and non-ferrous base metals* 


Primary commodities 


Total 
excluding 
crude Agricultural Crude Non-ferrous 
Total petroleum non-food Food petroleum base metals 
A. Compound growth rates 
1950-1960 . SHY = I fle —1.5 —0.7 0.6 2.2 
1960-1972 . 2.3 aoe 0.9 3.0 2.7 332 
1960-1973 . 5.3 5.4 4.6 6.2 5.0 5.8 
1972-1979 22.1 14.0 11.0 13:2 33.9 9.5 
1973-1979 18.0 8.6 7.9 7.7 335 7.9 
1979-1981 23.5 2.9 —1.6 1.8 38.3 ie. 
B. Year-to-year growth rates 
1973/72 50.0 52:1 62.9 52.6 36.4 43.2 
1974/73 82.5 27.4 18.8 27.6 233.3 23.6 
1975/74 — 6) — 6.5 — 16.7 =O) = = 23 
1979/78 29.4 14.0 20.5 12.4 45.3 32.5 
1980/79. . 46.8 13.8 5.0 16.9 73.4 11.4 
1981/80 .. 4.0 —7.0 —7.8 88.7 10.2 — 12.4 


Sources: United Nations, Monthly Bulletin of Statistics, New York; and United Nations, Methods Used т Compiling the United Nations 
Price Indices for Basic Commodities in International Trade; Statistical Papers, Series M, No. 29, Rev. 2. 


“ОМ index. 
> Secretariat estimate. 


price shock, with a rise in the price of energy raw 
materials of 220 per cent. 

The basic feature was thus that the initial upsurge in 
the price of industrial raw materials and food set the 
stage for an even bigger oil price explosion. The price 
development after these two shocks differs markedly for 
the two groups:‘of raw materials. 

From 1974 to 1978, energy raw material prices rose at 
an annual rate of 5 per cent, while industrial raw material 
prices declined in the same period at an annual rate of 0.6 
per cent. In 1979 the second oil price shock got under 
way: prices in that year rose by 37 per cent, followed by 
an even bigger increase in 1980 of 65 per cent. In 
contrast, industrial raw material prices rose markedly 
only in 1979, at about the same rate as energy (31 per 


cent); but the following rise in 1980, of 12.5 per cent, was 
almost completely reversed in 1981. Virtually the same 
рых development is shown by the UN index (Table 
1.5.8). 

Tables 1.5.7 and 1.5.8 suggest that it makes an 
important difference whether the analysis of price 
developments of raw materials is based on an index 
including or excluding energy. In fact, given the 
presumption that the relative weights of these two 
product groups in world price indices do not correspond 
to their relative importance in the cost structure of firms, 


_ '? The HWWA index in table 1.5.7 weights world market prices by 
imports into industrial market economies; the UN index uses world 
exports as weights. 
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TABLE 1.5.9 


Changes in the “real” price of raw materials 
A = HWWA index of raw material prices deflated by the implicit price index of GDP for “Total 
OECD” 
B = HWWA index of raw material prices deflated by the UN unit value index of manufactured goods 
exports of developed market economies 


ere ee A ЖЕ ee ee 


Total 
excluding 
energy 


Period 


: А. 

1960-1972 =e) 03 

1960-1973 0.1 12 

1972-1979 11.1 9.0 

1973-1979 8.7 6.9 

1972-1981 13.9 11.9 

1973-1981 12.22 10.6 i 

1966-1972 = Gm) Е $ 

1966-1973 2.0 2.7 13 

1972-1979 11.1 9.0 2.4 

1973-1979 8.7 6900-23 

1972-1981 13.9 119 2.78 

1973-1981 12:20 10.6. 81.34 
B. 

1973/72 26.4 22.4 35.7 

1974/73 81.4 63.9 18.6 

1975/74 =147- =147 . —24.0 

1979/78 18.9 15.0 10.3 

1980/79 36.1 33.9 4.6 

1981/80 12.2 


Industrial 
raw 
materials 


Compound growth rates 


оО, Ех 31 


17 
2.0 0.2 0.9 33 4.0 
0.5 23 0.4 epg 168 
АО, ears 
—0.4 2% -04 22% 204 
ЕТ МЕ. 
Year-to-year growth rates 

31.4 36.7 324 132 9.5 
72 В бока 1904 1624 
240. 214°, =214. в 2 
баз CNTR об 
29 35 ligne 51.75 e493 
—93 —78 19.7 


Sources: Аз for tables 1.5.7 and 1.5.8, OECD, National accounts, Paris; UNCTAD Monthly Commodity Price Bulletin, Supplement: 


Monthly and annual price series, 1960-1980 (for unit value index). 
в 1973-1980. 


it seems clear that a distinction between them should be 
made in the analysis made below. 

Table 1.5.9 shows the development of the “‘real” prices 
of raw materials. For the sake of simplicity, and given 
the similarity of the two world price indices, the HWWA 
index is used here. For purposes of comparison, the 
“real” price of raw materials was calculated by using two 
different deflators, first the implied GDP deflator for 
“total OECD”, and second, the UN unit value index of 
manufactured goods exports of developed market econo- 
mies. However, it can be seen that the differences 
between the two price series are in general fairly small. 
The following remarks are based on changes in prices 
deflated by the unit volume index. 

Between 1960 and 1972 the real price of raw materials 
(including energy) remained virtually unchanged with an 
average annual rate of change of -0.3 per cent. Between 
1972 and 1981 there was an enormous acceleration with 
an average rate of change of about 12 per cent per year. 
However, as above, it is important to give a closer look at 
the individual components and the particular develop- 
ments within the sub-period 1972-1981. 

The real price of industrial raw materials rose in 1973 
by 32 per cent. From 1973 to 1974 it remained relatively 
stable, but between 1974 and 1978 it declined at an 
annual rate of 8.7 per cent.®° In 1978 the real price of this 
product group was 10 per cent below its 1972 pre-shock 
level. In 1979 the real price rose again by about 15 per 
cent, a rise which was partly offset in 1981. 

In contrast, the “real” oil price shock in 1974 was, in 
relative terms, about five times as big as the preceding 
increase in raw material prices (+162 per cent). 


80 There was a rise of 9 per cent in 1976, which was completely offset 
in 1977. 


Between 1974 and 1978 the real price of energy raw 
materials declined at an annual rate of 3.6 per cent. 
Between 1978 and 1981 they accelerated at an average 
annual rate of 29 per cent, largely pushed up by the 
second oil price shock in 1979-1980 (49 per cent increase 
in real terms). 

To sum up, this brief description of changes in world 
market prices of raw materials has revealed important 
quantitative differences between the price shocks which 
occurred in the 1970s. The large differences between 
energy and other raw material prices suggest that they 
should be treated separately in an analysis of the 
economic impact of the price shocks. 

The individual country experiences. The extent to which 
these changes in world market prices of raw materials 
and energy spilled over into the different national 
economies depends, of course, on a number of different 
factors, such as the overall economic situation, exchange 
rate movements, demand elasticities, the degree of self- 
sufficiency, the domestic policies pursued to cushion the 
shocks, etc. 

Table 1.5.10 shows the rates of change of the relative 
price of intermediate goods of manufacturing industry in 
12 countries and Table 1.5.11 shows similar changes for 
energy materials.8! These prices are those paid by 
domestic producers and are taken from national whole- 
sale price indices.8? All prices are measured relative to 
the implied value added deflator for total manufacturing 
industry. Note that the intermediate goods price 
changes are measured excluding energy materials, in 


81 The exact definition of the individual country series is given in the 


Appendix. | 
82 For definitions see Appendix. 
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TABLE 1.5.10 
Average annual rates of change of the relative price of intermediate 
goods 
(Percentages) 
1960-1972 1972-1981 Difference 
(1) (2) (3) = (2) -— (I) 
Austria . aor — (Oi 1.4 1.9 
Belgium eee ee = its! He 2.6 
Сапада о eee il. 3.66 2:5) 
Finland . ИЕ — 1.0 1.0 
Етапсен о gee eee 0.65 — 0.3 — 0.9 
Germany, Federal 
Republiciofas aaa —2.4 0.9 3.3 
italy see eee се — 1.6 72.2) 3.8 
Netherlands .... . —1.4 4.1 5.5 
Norway . ее 24 0.2 2.6 
Зее и 0.14 1.8 ТЯ 
United Kingdom... . — 0.8 5.4 6.2 
(Wnitedi а se cee 0.1 3:2 Sul 


Source: Calculations of the Secretariat based on national statistics. 
Note: The price index of intermediate goods was divided by the implied value added 
deflator for total manufacturing industry. 

2 1964-1972. 

ь 1962-1972. 

© 1961-1972. 

4 1963-1972. 

‹ 1972-1980. 

S 1972-1978. 


TABLE 1.5.11 


Average annual rates of change of the relative price of energy 


(Percentages) 
1960-1973 1973-1981 Difference 
(1) (2) (3) = (2) — (1) 

Аба met eee 0.52 38) 5.4 
Belgium =: ot ail he 2% а Е 
бапаба от ere 0.1 LES 11.4 
Binlandees 27>.) me ©. = 9.4 11.1 
France Stak 12 Leys 10.5 
Germany, Federal 

IG OE G 5 5 — 0.8 11.1 #139 
На ель Ep —2.0 14.0 16.0 
Netherlands аи ne a: a 
INOLWAY fee pasa ay, ae = 2 2.7 
ЗУ и mene: =) 11.4 135 
United Kingdom. . . —0.8 10.1 10.9 
Winited ая и. DS 15.3 12.8 


Source : Calculations of the Secretariat on the basis of national statistics. 

Мое: The price index of energy was divided by the implied value added deflator for 
total manufacturing industry. 

* 1964-1973. 

> 1962-1973. 

© 1973-1980. 


order to discriminate clearly between the price move- 
ments of these two categories of goods.*? 

Over time (time-series not shown) intermediate goods 
prices (including energy) have followed a similar 
development to that shown by world market prices 
(discussed above). The magnitude of the price shocks at 
the level of national intermediate demand was consider- 
ably less than those recorded by indices of world market 
prices, although in some countries the increases between 
1972 and 1975 and between 1979 and 1980 were 
considerable. Inspection of the time series reveals a 
marked difference in the movement of relative prices of 


$3 The intermediate goods prices for the United Kingdom include 
crude oil and coal for carbonizing and thus will tend to overstate the 
price changes for intermediate goods in the narrow sense used here. 


intermediate goods and of energy. Whereas the relative 
price of raw materials generally tended to decline after 
1974 and in some cases even fell back to its 1972 level, the 
relative price of energy was either maintained or 
continued to rise. The raw materials price increase that 
occurred in 1979 was to some extent a re-capturing of 
ground lost while that for energy pushed the real price to 
still higher levels. : 

Taking 1972 as a benchmark year for intermediate 
goods and 1973 for energy, the magnitude of the price 
shocks may be gauged by looking at the differences in 
average annual growth rates for the periods 1960-1972 
and 1972-1981, on the one hand, and 1960-1973 and 
1973-1981 on the other: 


Average annual rates of change of the relative prices of intermediate 


goods and energy 
Growth differences 

Intermediate goods Energy 
Абеба ое fae oe eh hee 1.9 5.4 
Belgium 1 e-em < 2.6 ae 
Canadaemy 45 +4 oer re ie ey 11.4 
Finland yee се ce ee eet oes 1.0 11.1 
France i eT RL Е —0.6 10.5 
Germany, Federal Republicof . . . 3.3 1 BS) 
О К oe Se ee 3.3 16.0 
Netherlands ee ee ae he 55 о: 
Norway vie ое ОИ 2.6 ALG 
Sweden; о ee 7, 13355 
United Kingdom тык 6.2 10.5 
Неа seen hence 3.1 16.2 


Source: Tables 1.5.10 and 1.5.11. 


Looking at the whole period from the first price shocks 
to 1981, it can be seen that the magnitude of the energy 
price shock is about three to five times larger than the 
raw materials price shock. 

It would be all too simple to conclude from this that the 
energy price rise must necessarily have had a greater 
negative impact on economic activity than the increases 
in raw material prices. However, it must not be 
overlooked that the economic impact of changes in the 
relative price of factor inputs also depends on their 
relative importance in the total cost structure of firms. 
Therefore, given the fact that intermediate inputs of raw 
materials occupy a much more important place in the 
cost structure of firms than does energy, it has recently 
been argued that the poor economic performance of the 
industrialized countries since 1973 is more closely linked 
to the rise in raw material prices than to the increase in 
energy prices.8* This hypothesis is examined in the next 
section. 


General approach to the problem 


The general approach to the problem is to take energy 
or intermediate goods explicitly into account within the 
framework of a production function. 

In the case of energy this has been done in a study of 
US manufacturing industry.°° Taking a Cobb-Douglas 


84 See, М. Bruno, Raw Materials, Profits, and the Productivity 
Slowdown, Working Paper No. 66, National Bureau of Economic 
Research, December 1981 (revised). 

85 See В. Rasche and Е. Tatom, ‘Energy resources and potential 
GNP’, Federal Reserve Bank of St. Louis Review, June 1977, pp. 10-24. 
For an attempt to measure the impact of the energy price rise in three 
European countries (France, the Federal Republic of Germany and the 
United Kingdom) and Canada see Rasche and Tatom, ‘Energy Price 
Shocks, Aggregate Supply and Monetary Policy: the Theory and the 
International Evidence’ in K. Brunner and A. Meltzer (eds.), Supply 
Shocks, Incentives, and National Wealth, Carnegie-Rochester Confer- 
ence Series on Public Policy, Vol. 14, Amsterdam 1981, pp.9--93. 
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production function for value added, energy was entered 
as a third factor besides capital and labour.8° Lacking 
data on energy input, the authors replaced this variable 
with the relative price of energy.®’ In the estimated 
production function the energy price variable proved to 
be highly significant, the price coefficient suggesting 
that a rise in the relative price of energy of 10 per cent 
was associated with a decline in output and productivity 
of about 1.2 per cent. 

The basic assumption of this approach is that the 
partial elasticities of substitution between energy and 
capital or labour are unity, that is, a unit change in the 
use of energy is offset by a unit change in the other two 
factors. 

In contrast to this finding it has been argued recently®® 
that energy is not important enough as a factor of 
production to account for a major portion of the 
productivity slowdown. Instead, it was suggested that it 
was the rise in the relative price of the more comprehen- 
_ Sive category of intermediate goods (of which energy is 
only a small part) that has significantly affected 
productivity growth. 

To asses the role of the rise in prices of intermediate 
goods Bruno developed a model based on a two-stage 
production function, where gross output is a CES 
production function of the “complex” of capital and 
labour on the one hand and intermediate inputs on the 
other. Value added in turn is assumed to be a Cobb- 
Douglas production function of capital and labour 
input.®? After several manipulations Bruno derived ап 
equation in which productivity growth is a function of 
the rate of change of the capital-labour ratio and of the 
relative price of intermediate goods. On the basis of a 
cross-country regression analysis for ten OECD coun- 
tries, Bruno concluded that a ten per cent rise in the 
relative price of intermediate inputs accounts for a 
decline in productivity growth of about 1.8 per cent.?° 
Bruno’s approach, however, appears to have a signifi- 
cant drawback, namely that productivity is expressed in 
terms of gross output per head instead of the commonly 
accepted measure of real value added per person 
employed. There are several reasons why this concept is 
not appropriate to attempts to account for the productiv- 
ity slowdown. First, there are the problems of double- 
counting of inputs flowing within the boundary of 
manufacturing industry, which make this concept an 
inaccurate measure both of the level and of changes in 
the quantity of goods produced. Secondly, the use of the 
gross output concept as a basis for measuring labour 
productivity may lead to certain anomalies.?' Assume, 
for example, that technical progress enables capital and 
labour to produce a given product with less material 
inputs. In this case, gross output per worker or unit of 
capital would decline, while the “services” rendered by 
these factors remained unchanged. The same applies in 


86 The function is У = A.L*.K®. Ес 
where Y = value added, L = labour, K = capital stock and E = 
energy. The coefficients a, b and с are the corresponding output 
elasticities of the above three factors. | 

87 This is possible under the assumption of profit maximization of 
firms, which implies that the marginal product of each factor is equal to 
its relative price. en 

88 See M. Bruno, ‘Raw Materials, Profits and the Productivity 
Slowdown’, op.cit. 

89 The function is written as follows: 


P =a+ b(KJL) + (с.51 - ©. 2 


where P = productivity, K/L = capital-labour ratio, c = share of 
intermediate inputs in total gross output, s = elasticity of substitution 
between intermediate inputs and value added, Z = relative price of 
intermediate goods. A dot above variables denotes growth rates. 

90 See М. Bruno, op.cit., p.20. > 

91 See R.W. Kopcke, ‘Potential Growth, Productivity and Capital 
Accumulation’, New England Economic Review, May/June 1980, pp. 
24-35. 


the case of energy when production methods become 
more energy efficient.?* However, it has been argued?3 
that for reasons of consistency it is necessary to use the 
gross output concept once energy or intermediate goods 
are dealt with explicitly besides capital and labour. This 
is, of course, debatable, since the objective is not to 
estimate an accounting identity but a functional relation- 
ship containing variables which are assumed to have an 
impact on value added or productivity measured in terms 
of value added.?4 


Estimating the price effects 


In the following section estimates are presented of 
effects of the rise in the relative price of energy and 
intermediate goods on productivity in manufacturing 
industry. In order to discriminate between these two 
types of intermediate input separate series were com- 
piled for energy on the one hand and intermediate inputs 
excluding energy on the other. 

The functional form underlying the estimates is a 
three-factor input Cobb-Douglas function for value 
added. This function was estimated by regressing labour 
productivity on the capital-labour ratio and the relative 
price of either energy or intermediate goods. 

Estimates were made first on a cross-country basis and 
then on a time-series basis for individual countries. 


The evidence from cross-country analysis 


The case of energy. The starting point was a pooled 
cross-country, time-series regression analysis, relating 
average annual growth rates of productivity to capital- 
intensity and the relative price of energy for the period 
before the oil price shocks, i.e. 1960-1973, and for 1973- 
1981, for ten countries.9° The results are shown in table 
Sy Om : 

It can be seen from eq. (1) that the coefficient on the 
energy price variable has a negative sign and is highly 
significant. However, the size of the coefficient (— 0.22) 
appears to be too high to be credible, suggesting that a 10 
per cent rise in the relative price of energy entails a drop 
in productivity growth of about 2 per cent. It would seem 
that this price variable is also catching the effects of 
differences between the two periods other than just the 
oil price shock. 

The procedure chosen therefore was to examine the 
relationship between these variables separately for the 
sub-periods. It was shown above that the relative price 
of energy remained virtually unchanged before 1973 and 
it is therefore not surprising to find that the cross-country 
regression based on observations for the period 1960— 
1973 gives a very small and insignificant coefficient on 
the price term (see eq. (2), table 1.5.12). In contrast, it is 
somewhat of a surprise to find that the regression for the 
period 1973-1981 also yields a coefficient on the energy 
variable close to zero and clearly non-significant (eq. (3)). 

This suggests that the significant coefficient obtained 


92 There is, furthermore, the practical problem of obtaining reliable 
series for gross output at constant prices, which are generally not 
available within the framework of national accounts. Bruno uses the 
index of industrial production, but in many countries, this index 
actually measures changes in net output rather than gross output. 

93 See, for example, В. Kopcke, /oc.cit. 

94 п a more general formulation, the underlying value added 
function is Y = Y (L, K, Z) where Y = value added, K = capital, L = 
labour and Z is the relative price of intermediate goods. It can be 
shown that the partial elasticity of value added with respect to a change 
in the relative price of intermediate goods is equal to the ratio of the 
relative shares of the material inputs and value added in gross output. 
See M. Bruno, op.cit., pp. 3-4. 

95 Тре standard ten countries, excluding Belgium and the 
Netherlands. 
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TABLE 1.5.12 


The relationship between changes in the relative price of energy and 
productivity growth: cross-country regression analysis 


Period R? SEE 
eri 
ives arog Up. ee ee Se eee 
Pp = = ? 55 1.29 
1. Pooled observations P = 3.06 + 0.333 (K/L) 0.220 Z 0. 
1960-1973,2 1973-1981° (8.14) (4.54) 
2. 1960-1973¢ Sona eS Pi 


0.333 (K/L) + 0.001 2 0.25 0.93 
(0.00 


343. 0-F 
(11.36) 5) 


3219731981 ee ee о + 0.333 (K/L) + oe 7 O12 1.29 
и FT gabe oman + К 
5 Gor eo, Пт 96-62 So eh 
Инь | TET Othe Bure 2 


eS 


Note: 10 countries (the standard 12, excluding Belgium and the Netherlands). 


The variables are as follows: i : : in 
A = productivity growth; K/L = capital-labour ratio; Z = relative price of energy; ТЕР = total factor productivity; Q = output; D = dummy variable, eq 
to zero for 1960-1973 and 1 for 1973-1981. и ; i. < ) 
A dot above the variables denotes growth rates. Figures in brackets below regression coefficients are t-statistics. In all regressions the coefficients on the cap- 
ital-labour ratio were restricted. This is equivalent to calculating the regression in terms of total factor productivity (eq. 5 and 6). 


* Austria: 1964-1973; France, Norway: 1962-1973; Sweden: 1963-1973; Canada: 1961-1973. 


> United Kingdom: 1973-1980. 


in the pooled regression (eq. (1)) is due to the energy price 
variable proxying for the differential impact of factors 
not included in the regression equation. The pooled 
regression was therefore recalculated with an additional 
dummy variable (D) with a value of 0 for the period 
1960-1973 and of 1 for 1973-1981. The dummy variable 
is clearly significant (eq. (4), table 1.5.12), whereas the 
energy price term is close to zero (in fact the average of 
the values obtained for the two sub-periods) and clearly 
non-significant. A similar result was obtained when the 
equation was estimated in terms of growth differences 
between the two periods (eq. (5)). 

In contrast, when the price term in this latter 
regression was replaced by the difference in output 
growth between the two periods, there is a significant 
and very high regression coefficient on this new variable, 
Suggesting a strong link between changes in output 
growth and the decline in productivity growth (eq. (6)). 

The conclusion therefore is that inter-country differ- 
ences in productivity growth appear to be unrelated to 
inter-country differences in the rise of the relative price 
of energy. 

The case of intermediate goods. The next step was to 
replace the energy price variable with the relative price 
of intermediate goods. The corresponding regression 
equations are shown in Table 1.5.13. It can be seen that 
the pattern of results is similar to the case of energy 
above. Again the regression based on the pooled 
observations suggests a very strong negative impact of 
the relative price variable on productivity growth (eq. 
(1)). However, in separate regressions calculated for the 
two periods before and after the raw materials price 
shock the price variable is clearly non-significant.2° As 
in the case of energy, a dummy variable introduced into 
the pooled cross-country time-series regression equation 
is highly significant and eliminates the strong influence 


°° Note that eq. (3) in Table 1.5.13 shows a significant price term for 
the second sub-period. However, on closer inspection it was found that 
this result was entirely due to the United Kingdom. Excluding this 
country from the sample reduced the adjusted coefficient of determina- 
tion close to zero and rendered the coefficient on the price variable 
clearly non-significant (eq. 4). 


of the price variable.?’ Similarly, a regression equation 
based on the growth differences between the two periods 
does not suggest that the price variable exerted a 
significant influence on productivity growth (eq. (6)). 
This confirms the findings above with regard to the 
energy price variable. The cross-country analysis there- 
fore does not suggest that the rise in the price of energy 
and intermediate goods had a significant impact on 
inter-country differences in productivity growth. 


Individual country estimates 


Estimates of the effects of changes in the relative price 
of energy and intermediate goods on productivity are 
probably influenced by cyclical movements in relative 
prices, and so the following regression results should 
therefore be viewed with additional caution. The 
approach chosen was to estimate the productivity 
equation (described above) in log-linear level form 9° and 
include the capacity utilization rate in manufacturing 
industry as a proxy for cyclical changes.99 

The estimated equations are shown in Appendix 
tables Al and A2. A summary view of the estimated 
impact of the price changes on productivity is given in 
Tables 1.5.14 and 1.5.15. Col. 1 of Table 1.5.14 shows 
the estimated regression coefficients on the energy price 
variable. It can be seen that in all but one case the 
relative price term is significant at either the 1 per cent or 
5 per cent level of significance. Furthermore, the size of 
the coefficients suggests a relatively strong response of 
productivity to relative price changes. The only country 
for which there is no significant coefficient on the price 


97 The regression equations for the pooled observations were also 
estimated with the inclusion of country dummies and a period dummy. 
In both cases (i.e. for energy and for intermediate goods) the regression 
coefficient on the relative price variable was clearly non-significant. 

°8 The estimated function is as follows: 


In P, = a + bin (K/L) + c.ln Z + d.T + еш CAPU 


when P = productivity, K/L = capital-labour ratio, Z = relative price 
variable, T = time variable, CAPU = capacity utilization rate in 
manufacturing industry. 

°° The capacity utilization rates are estimates made by the 
Secretariat. See Economic Survey of Europe in 1981, pp. 60-65. A 
revised and extended set of estimates is given in 1.5.(ii) above. 
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TABLE 1.5.13 


The relationship between changes in the relative price of intermediate goods and productivity growth: cross-country regression analysis 


a? Laas Lh LL) 
1. Pooled observations р = 7 
1961-1973, 1973-1981 г по Ee AC) 0.49 1.28 
Be 19011973" Юге 23 < Pos 3.5800 333 (KIL) 212 2 
ЗА аи: 2021207 (1 
р (12:13) (051) (=) 0.35 0.83 
О. РА 145 0333: (KIL) а 
— 0.395 Z(-1 
- G13) Bai ceil) 0.22 0.92 
4. 1973-1981 (excl. UK) .”.”.. P = 1.33 + 0333 КЛ) — 0.304 Z(-1) 0.06 0.96 
(2.57) (1.32) 
5. Pooled observations (ee УТ — 7 
1961-1973, 1973-1981 (1037) So ee (34) Came “63> aly ne) 
6. Growth differences we = a 7 | 
1973-1981 less 1961-1973 о 00 oy 20 п: и 
7. Pooled observations Do = oy ee Fie С 
1961-1973, 1973-1981 (027) tae SO (1:00) ‘aime * 828) vee a? 


Se a a ee a A eee eee Se ee ee 
Notes: As for table 1.5.10. The price variable was lagged one year; the corresponding observations are for the periods 1960-1972 and 1972-1981. 


Period deviations for the productivity and price variables: 


Austria: 1965-1973 (1964-1972); 
France, Norway: 1963-1973 (1962-1972); 
Sweden: 1964—1973 (1963-1972); 
Canada: 1962-1973 (1964-1972) and 1973-1979 (1972-1978). 


variable is Canada. It should be noted that for the 
Federal Republic of Germany, Italy and the United 
States, the significant coefficients result from a regres- 
sion in which the capacity utilization rate was multiplied 
into the capital stock variable, thus removing the direct 
impact of the cyclical variable on productivity. 

The arithmetic average of the nine significant coeffi- 
cients is about 0.09, implying that a 10 per cent rise in the 
relative price of energy will reduce the growth of 
productivity by 0.9 per cent.!°° With these coefficients it 
is possible to calculate the contribution of the energy 
price rise to the slowdown in productivity growth (see 
Table 1.5.14). The calculations suggest that this factor 
accounts, on average, for about one-third of the decline 
in productivity growth. The estimated impact differs, of 
course, for individual countries: it ranges from a 
relatively high proportion in Finland (1.4 percentage 
points or about 75 per cent of the total decline) to a very 
low one in Norway.!°! 

In view of the results of the cross-country analysis 
reported above, it is clear that there is a possibility that 
the price variable is performing as a proxy for the impact 
of factors not caught by the cyclical variable. 

A reasonable check on the plausibility of the magni- 
tude of the estimated coefficients can be made by 
calculating the share of energy in total costs implied by 
these coefficients. These shares are shown in Table 
1.5.14 and can be compared with externally available 
evidence. To be sure, it is difficult to get accurate figures 
on this matter. There is, foremost, a statistical problem. 
To measure the reiative importance of a factor in total 
costs, gross output of manufacturing industry is usually 
taken as the denominator. However, it is evident that for 


100 This is the same proportion as was obtained in a recent estimate 

for the US Private Business Sector. See J.A. Tatom, ‘Potential Output 
- and the Recent Productivity Decline’, Federal Reserve Bank of St. Louis 
Review, January 1982, Vol. 64, No. 1, pp.3-16, pp. 7/8. _ ; 

101 Jt can be seen from table 1.5.11 that the rise in the relative price of 
energy used by industry was smaller in Norway than elsewhere. This 
reflects the government policy of keeping the price of electricity low 
and stable for industrial consumers. Note that the major source of 
energy in Norway is hydro-electric power. See also OECD, Economic 
Surveys: Norway, Paris, January 1980, рр.36-39. 


a relatively broad aggregate such as manufacturing 
industry, this involves a considerable amount of double- 
counting, since the output of one firm may simply be the 
input of other firms within manufacturing industry. 
This suggests that data on the cost structure of gross 
output for total manufacturing industry may grossly 
over-estimate the “true” relative importance of raw 
materials and energy, as these inputs may have been 
counted several times on their way through the produc- 
tion process. !°? 

The evidence from statistical surveys relating to the 
cost structure of gross output for total industry must 
therefore be interpreted with caution. Nevertheless, 
from the broadly standardized data collected by the 
United Nations (see Table 1.5.16) it can be inferred that 
the importance of energy in total costs is much smaller 
than is implied by the estimated regression coefficients. 
The average share of energy in total costs for the ten 
countries in Table 1.5.16 is about 2.2 per cent for 1973. 
This is a much lower figure than has been used in other 
studies concerned with measuring the impact of energy 
on economic activity. Thus, in 1976, one attempt! to 
estimate the elasticity of substitution between energy and 
other inputs on a cross-country basis assumed an energy 
cost share of about 12 per cent. This estimate, in turn, 
influenced the above-mentioned study by Rasche and 
Tatom which measured the effect of energy on economic 
activity: the latter justified their estimated output 
elasticity of energy of 12 per cent by pointing to the figure 
given by Griffin and Gregory. This figure is far above 
the shares given in Table 1.5.16, which are believed to be 
much closer to the “true” proportions prevailing in 
manufacturing industry.!°* If this is so then the 


102 See United Nations, Guidelines on Principles of a System of Price 
and Quantity Statistics, Statistical Papers, Series M, No. 59 (1977), 
4-5 


PP ios J.M. Griffin and J.M. Gregory, ‘An Inter-country Translog 
Model of Energy Substitution Response’, American Economic Review, 
Vol. 66, No. 5 (December 1976) pp. 845-857, esp. pp. 850-851. 

104 The view that a 12 per cent share of energy in total costs is far too 
high is also held by E. Denison, ‘Explanations of declining productivity 
growth’, Survey of Current. Business, August 1979, Vol. 59, No. 8, Part 
II, рр.1-24, esp. p.17. 
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TABLE 1.5.14 


The estimated contribution of the rise in the relative price of energy to the productivity slowdown in manufacturing industry 
rg ee eee — —— —— 


Regression Price Dee Contribution Actual decline in 
Country coefficient? change’ (Percentage) to slowdown productivity growth* 
Peto.) ee ae eee 4 ee eee ee 
(1) (2) (3) (4) = (1) x Q) (5) 

of we Re ЕР. Е В В О 

Аа, ot, hatte, fo aces —0.127 5.4 HES} —0.7 —29 
(2.47)** 

Finland мик 4 ae 8 yh te ge — 0.126 11.1 11.2 а —1.8 
(5.50)* 

France) пе ры. — 0.072 10.5 6.7 — 0.8 P41) 
(5.49)* 

Germany, Federal Republic of? . — 0.081 11.9 1h) 10 = 29 
(4.09)* 

Italy? № со ese cle fen — 0.095 15.9 8.7 155 — 9:5 
(3.59)* 

Могмау о ео От. — 0.052 2.8 4.9 =! —2:7 
(5.67)* 

КЕ Бо as es oe ae — 0.115 135 10.3 #6 — 4.8 
(3.50)* 

United Kingdom 5) OP ap ane —0.071 10.9 6.6 —0.8 —2.9 
(5.02)* 

United States? Е — 0.074 12.8 6.9 = —2.4 
(1.85)*** 

Canadalee a hse Gh aa oY ance — 0.027 ne is Pars —3.8 
(0.78) 


* Regression coefficients on the price variable obtained from the following regression equation: 
log P = a + 5.108 (K/L) + c.log Z + d.T + e.log CAPU, where P = productivity, K/L = capital-labour ratio, Z = relative price of energy, CAPU = capacity utilization 
rate in manufacturing industry. Figures in brackets below regression coefficients are t-statistics. The asterisk indicates coefficients significant at the | per cent (*) ог 5 per 
cent (**) level of significance. 

ь Difference in average annual growth rates of the relative price of energy for the periods 1960-1973 and 1973-1981 (see table 10). 

< Ис is the estimated regression coefficient from the above productivity equation then the implied cost share of energy is calculated as с/(1 + с). 

4 Regression coefficients obtained from regression where the capacity utilization rate is multiplied into the capital stock variable. 

¢ Difference in average annual growth rates of productivity for the period 1960-1973 and 1973-1981 (see table 1). 


regression estimates given above would appear to grossly intermediate goods on productivity changes in the 
exaggerate the influence which the rise in the relative — individual countries is given in Table 1.5.15. In general, 
price of energy might possibly have had on productivity. the regression coefficients on the price variable are 

The estimated effect of the rise in the relative price of significant only when the price variable is lagged one 


TABLE 1.5.15 


The estimated contribution of the relative price of intermediate goods to the productivity slowdown in 
manufacturing industry 


Regression Price Contribution Actual decline in 
Country coefficient? change? to slow-down productivity growth* 
(1) (2) (3) = (1) x Q) (4) 

Austriae ay: о eee сре 0.008 1.9 —- 7 
(0.09) 

Finland. 3 Setar оны — 0.198 1.0 —0.2 ae 
(3.82)* 

France — 0.065 — 0.6 — =) 
(3.39)* 

Germany, Fed. Rep. of на 0.045 3.3 = 7,3) 
(0.72) 

Italy 23°. des Se a ee ee —0.101 3.8 —0.3 =) 
(5.63)* Г. 

Моруа ао". АС № — 0.019 2.6 — РЯ 
(0.807) 

Sweden мм: Е ай Ча — 0.312 1.7 — 0.6 — 
(2.56)** ie 

United Kingdom —0.081 6.2 = 0:5 20 
(2.99)* 

“AU nited’Statesie, ее ера 0.063 3.1 — —2.4 

(1.01) 

СападазА». wetigaty Ва ОЕ — 0.099 25 — 0.2 — 
(3.40)* ыы 


a и 


* Аз Гог table 1.5.14. The price variable was lagged one year. 
р Differences in growth rates for the period 1960-1972 and 1972-1981 (see table 11). 
‘ Differences in productivity growth rates for the periods 1960-1973 and 1973—1981. 
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уеаг.'5° No significant coefficients were found for 
Austria, the Federal Republic of Germany, Norway and 
the United States. The estimated contribution to the 
productivity slowdown is shown in col. 3. The general 
feature is, that where significant, the rise in the relative 
price of intermediate goods accounts on average for 
about 10 per cent of the decline in productivity growth, 


though somewhat more in the United Kingdom (about 
17 per cent).!° 


(d) The influence of the fall in output growth 


_ The analysis presented above suggests that the sharp 
rise in the prices of energy and other intermediate goods 
in the 1970s was a significant but by no means 
overwhelming factor in the subsequent slowdown in 
productivity growth. While acknowledging the com- 
plexity of the problem and the econometric difficulties of 
assessing alternative explanations, it is nevertheless 

- appropriate to recall the conclusions of the Secretariat’s 
previous work!°’ which concentrated on the effects on 
productivity growth of the sharp slowdown in output 
growth. 


TABLE 1.5.16 

The share of energy in total gross output of manufacturing industry in 
; 1973 

(Percentages) 
Country Energy share in total costs 
Austria 3.0 
Canada . 1.6 
Denmark ARIE WO ZIRE. SIS eS 
Binlandytsa-ve О | dare geek eect 3.3 
Germany, Federal Republic of . ; 1.9% 
Norway . Е о о ee 2.4 
От Е Г, ee 2.3 
Unitedukingdom my еее Ив; 909. 2.55 
Пе States о але 1:65 
Japan *".) Bak Ina ога. 1.9 


Sources: (i) United Nations, The 1973 World Programme of Industrial Statistics : Summary 
of Data from Selected Countries, (1979). (ii) United Kingdom: Digest of United Kingdom Energy 
Statistics 1982 (Department of Energy) and 1978 Report on the Census of Production — Summary 
Tables. Business Statistics Office, Business Monitor PA 1006. (iii) Federal Republic of 
Germany: Statistisches Bundesamt, Unternehmen und Arbeitsstatten, Reihe 1, Die Kostenstruk- 
tur in der Wirtschaft I. Industrie und Energiewirtschaft, 1974, Heft 1-4. No figure for total 
manufacturing is available for the Federal Republic of Germany. The figure in the table is the 
average share calculated for eight industries (chemicals, rubber, non-electrical machinery, 
vehicles, plastics, glass products, furniture). 

* Fuels and electricity purchased. 

ь 1974. 

© 1978 (industry excluding electricity and gas). 

41972. 


The existence of a close association between the long 
run trends of output growth and productivity growth in 
industry has long been recognized in economic literature, 
and has been cast into the well-known Verdoorn Law. 
Throughout most of this literature the direction of 
causation is postulated to run from output growth to 


105 There are three exceptions. For Sweden and France a concurrent 
price variable was also found to be significant. However, in both cases 
the size of the coefficient remained virtually the same as that for the 
lagged price variables. The other exception is the United Kingdom. 

106 For Norway and Austria a significant coefficient on the relative 
price term was only obtained when the direct impact of the cyclical 
variable was removed from the equation by multiplying the capacity 
utilization rate into the capital stock variable. This latter procedure 
however leads to much less reliable estimates. 

107 Economic Survey of Europe in 1981, pp. 44-60. 


productivity growth, the underlying rationale being that 
high rates of output growth lead to economies of scale, 
stimulate investment growth and the introduction of 
more efficient equipment, and facilitate organizational 
changes in general. (It is recognized however that there 
may be feedback effects of productivity change to output 
growth, particularly through relative price changes.) 

The previous paper attempted to establish (a) whether 
such relationships existed for the market economies of 
the ECE region over the period 1960 to 1979 and (b) 
whether the parameters of the relationship had remained 
stable after 1973. The dominating feature of the results is 
the stability of the basic relationships between output 
and employment and output and productivity. 

The general conclusion therefore is that the basic role 
of output growth as the engine of productivity growth 
remained largely unaltered after 1973. This holds with 
the exception of the Federal Republic of Germany and 
the United States, where the estimated elasticity of 
productivity with regard to changes in output in the short 
run fell from about 0.5 to0.3. This indicates that in these 
two countries after 1973 each percentage point increase 
in output was associated with a lower productivity 
increase of about 0.2 percentage points. It might be that 
manufacturing industry in these two countries relies 
more heavily than in the other nine on very long 
production runs which lead to considerable economies of 
scale. A significant and persistent fall in demand will 
therefore make these industries relatively more vulner- 
able to losses in efficiency, as plant can only be adjusted 
gradually to a lower scale of operation. This argument 
would of course, reinforce the importance of (high) 
output growth for (high) productivity growth.!°° 

The second approach was to test for the relationship 
between productivity and output growth across 18 
manufacturing industries in 10 countries, and then to test 
for its stability between two periods, namely, 1968—1973 
and 1973-1978. The relationship held in both periods for 
7 of the 10 countries and a formal test of its stability 
indicated no significant shift in either the intercept or the 
coefficient on output in Belgium, Finland, the Nether- 
lands, Norway and the United Kingdom. For France 
and the United States the dummy variables indicate no 
significant change in the coefficient on output, whereas 
the intercept has moved significantly upwards in France 
and downwards in the United States. There are a 
number of differences in the regression coefficients for 
the two periods: however, only in two cases (namely, the 
intercepts in the equations for the United States and 
France) are they sufficiently large to support the 
hypothesis of a “structural change” in the relationship. 

In the Federal Republic of Germany and in Italy a 
significant relationship between output and productivity 
growth was found to exist in only one of the two periods 
examined; in Sweden it was not significant in either 
period. These non-significant relationships are probably 
explained by the exceptional efforts of traditional labour- 
intensive industries to rationalize production in the 
presence of low demand and increased competition from 
abroad, and the difficulty in some branches of adjusting 
the existing production technology to a lower level of 
output. 


108 The importance of a low rate of growth of demand and 
inadequate utilization of capacity in explaining the productivity 
slowdown in US manufacturing industry has also been stressed in М.1. 
Nadiri, “Sectoral Productivity Slowdown”, American Economic Review, 
Papers and Proceedings, Vol. 70 (No. 2), May 1980, pp. 349-356, and 
МТ. Nadiri and M.A. Schankermann, “Technical change, returns to 
scale, and the productivity slowdown”, American Economic Review, 
Papers and Proceedings, Vol. 71 (No. 2), Мау 1981, pp.314-318. 
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1.5(iv) Summary of findings 


This study has sought to assess the importance of a 
number of selected factors which may have played a role 
in the widespread deceleration of productivity growth in 
developed market economies after 1973. The role of 
factor reallocation between agriculture, services and 
industry was examined and found to account, on 
average, for roughly 10 per cent of the slowdown. 
Estimating the contribution of lower rates of capital- 
labour substitution is a much more complex task: the 
results given above suggest that it may have played a 
significant role but this conclusion depends largely on 
assumptions concerning the difference between the 
official measures of capital stock and that which is 
economically effective. 

Estimates were made of the impact of the rise in raw 
material and energy prices in lowering the growth rate of 
productivity. On the basis of a cross-country analysis 
there was no evidence that inter-country differences in 
relative price changes were a source of inter-country 
differences in productivity growth. This result appears 
to reflect the fact that the price shocks affected most 
countries to a similar degree and at the same time. The 
time-series analysis, in contrast, indicated a generally 
strong impact of energy and a much weaker effect of 
intermediate goods prices. However, based on indepen- 
dent statistical evidence it was argued that the cost 
shares implied by the regression coefficients for energy 
were implausibly high, implying that the extent to which 
energy prices may have pulled down productivity growth 
was grossly over-estimated (by a factor of 2 to 4). In 
contrast, the time-series regressions for individual 
countries concerning the impact of intermediate goods 
prices supported the cross-country analysis, in that their 
effects on productivity growth were generally small or 
not significant. However, at this stage of the research, it 
is emphasised that these results should be regarded as 
tentative.!°° 

Comparing these results with those of the previous 
paper prepared by the Secretariat, the Secretariat would 
still incline to the view that the slowdown in productivity 
growth is closely associated with the fall in the growth of 
demand or output, although it is recognized that other 
factors (such as the rise in energy prices) also played a 
role. However, these ‘other’ factors also had an influence 
on the development of demand. It is extremely difficult 
to isolate the effects of any one factor in a group where all 
are inter-acting on one another. 


109 For conflicting results on the effects of the oil price shock on 
economic performance, see also M.R. Darby, “The price of oil and 
world inflation and recession”, American Economic Review, Vol. 72, No. 
4, 1982, pp. 738-751. 


Statistical Sources and Methods 
A. Output, employment, capital stock 


The main sources for the data underlying the analysis 
of the market economies are the national accounts of the 
individual countries supplemented by various official 
statistical bulletins. Where necessary, additional statis- 
tics were compiled from international sources: OECD, 
National Accounts, Paris (various issues); EUROSTAT, 
National Accounts, (various issues); EUROSTAT, Em- 
ployment and unemployment, (various issues); United 
Nations, Yearbook of Industrial Statistics, New York, 
United Nations, Yearbook of National Accounts, New 
York. Where necessary, missing data for 1980 and 1981 
were estimated by the Secretariat. 


B. Price data 


(a) Energy data 


Energy price indices up to 1980 were compiled on the 
basis of unpublished OECD data and from OECD, 
Energy Balances. The price indices were updated to 1981 
by using national wholesale price indices for different 
forms of energy. For Finland, all the data came from 
Ministry of Trade and Industry, Energy Statistics, 
Helsinki, 1981. 


(b) Intermediate goods prices 


All the intermediate goods prices are wholesale or 
producer prices compiled from national sources. In a 
number of cases these indices had to be linked to obtain a 
series for the whole period 1960 to 1981. In all cases an 
attempt was made to separate fuels and other energy 
materials from the price series for total raw materials, 
but this was not possible for the United Kingdom. 

The individual country definitions of the series used 
are as follows: 


Austria Raw materials, semi-manufactures 

Belgium Raw materials 

Finland Raw materials 

France Raw materials 

Germany, Basic materials for manufacturing 
Fed.Rep.of industry 

Italy Auxiliary materials 

Netherlands Raw materials, auxiliary materials 

(including semi-manufactures) 
Norway Raw materials 
Sweden Industrial raw materials and 


supplies 
United Kingdom Materials and fuels purchased by 
manufacturing industry!!° 
Materials and components for 
manufacturing industry 


United States 


110 This series differs very little from the series excluding fuels. The 
reason for this is probably that crude oil and coal for carbonizing are 
still included in the latter. 
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APPENDIX TABLE Al 


The relationship between productivity and the relative price of energy in manufacturing industry, 1960-1981 
Regression equation: log Pt = a + b.log(K/L) + c.logZ + d.T + e.logCAPU 
SSS ee ООО 


Regression coefficients 


nay b с 4 е R SEE DW 


a a Ee Se ee ee 

Ара Sheek ne Pete tts! 0.355 —0. 127 0.030 0.849 0.997 0.013 1.11 

| (2.47) (17.92) (7.54) 

Finland egy eae зави № змею 0.400 — 0.126 0.028 0.689 0.975 0.011 1.60 
(5.50) (18.96) (10.99) (rhO = 0.68) 

Francetiresy trace” -he. dh rte. cer. icine 0.351 = 0:072) 0.049 0.631 0.999 0.005 2.19 
(5.49) (93.82) (20.42) 

Germany, Federal Republic о. . >. 0.341 —0.081 0.028 — 0.998 0.014 1.49 
(4.09) (38.39) 

Кара ben See ey en ee ee 0.372 —0.095 0.039 — 0.993 0.026 1.46 
(3.59) (32.52) 

Norway, СЕ", 0.310 — 0.052 0.018 0.886 0.999 0.003 1.18 
(5.67) (102.77) (56.28) 

Sweden mies? Е ве 0.254 — 0.115 0.026 0.857 0.968 0.012 1.60 
(3.50) (12.58) (8.53) (rho = 0.51) 

United Kingdom’, ..~..... . 0.286 —0.071 0.026 0.804 0.998 0.007 1.50 
(5.02) (59.72) (7.54) 

И во о ие 0.386 — 0.074 0.027 — 0.891 0.017 1.25 
(1.85) (4.95) (гро = 0.68) 

ааа ее. 0.394 — 0.027 0.023 0.822 0.996 0.013 0.84 
(0.78) (18.82) (8.73) 


—ы=—ы=——ы—=ыыы="——=53=—3—3—3—3—5—»—»—»—»—»—»_Аа————мААыАААА—АЫ—А—А—А,А/:ЧС/С/Ч///С/С/СЕ А, А/А/—/——аАаАаАан_ 


Note: In all regressions the coefficient (5) on the capital-labour ratio was restricted. The variables are as follows: Р = productivity, (K/L) = capital-labour ratio, Z = relative price of 
energy, CAPU = capacity utilization rate of manufacturing industry. Figures in brackets below regression coefficients are t-statistics. In the case of Finland, Sweden and the United States a 
correction was made for autocorrelation. 

* 1964-1981. 
> 1962-1981. 
< 1963-1981. 
“1960-1980. 
* The capital stock variable was adjusted for changes in the capacity utilization rate. 
41961-1981. 


APPENDIX TABLE A2 


The relationship between productivity and the relative price of intermediate goods in manufacturing industry, 1960-1981 
Regression equation: log Pt = a + b.log(K/L) + c.log Z(-1) + d.T + e.logCAPU 


Regression coefficients 


Country b с а е В? 5ЕЕ DW 


Rats ae abel анис bor bees. or 06355 0.008 0.026 1.057 0.995 0.016 1.37 
(0.07) (23.18) (9.78) и nis a 
Fontan aii sie ot 0.400 —0.198 0.024 0.629 0.9 
(3.82) (14.38) (8.46) (rho = 0.68) 
Ecsnceet ОЕ >. 0351 — 0.065 0.049 0.783 0.999 0.007 1.87 
(3.39) (65.29) (26.51) 
Germany, Federal Republicof . . . 0.341 0.045 0.030 0.880 0.999 0.009 0.93 
(0.73) (23.39) (10.83) ~~ о a 
Leaked Coe Bel Pete th < 0.372 —0.101 0.038 0.813 0. 
; (3.63) (108.32) (32.05) (rho = 0.36) 
а ов Ес 0.310 —0.019 0.017 0.887 0.999 0.004 1.88 
(0.81) (40.99) (30.61) 
ИИ р И. 6 954 —0.312 0.026 1.18 0.987 - 0.018 1.53 
(2.56) (18.61) (12.30) me ae ee 
ited Kingd ORY LES 586 —0.081 0.025 0.741 
ати (2.99) (30.81) (14.53) мед ene a 
feat et, Е ts ws 10386 0.063 0.017 0.754 : 
ane (1.01) (16.85) (11.80) 
Canada? art: и аа 5). 20/394 —0.099 0.025 0.779 0.998 0.008 1.49 
; (3.35) (35.92) (14.02) 


See ИО he АЗ ee Вт 


Note: As for Appendix Table Al. Z(-1) indicates that in the regression the relative price of intermediate goods was lagged one year. For Finland and Italy a correction was made for 


autocorrelation. 
* 1964-1981. 
» 1962-1981. 
‹ 1963-1981. 
4 1961-1978. 


1.6. SELECTED DEVELOPMENTS IN LABOUR MARKETS, 1960-1980 


Current discussions of labour market problems have 
focused almost exclusively on aggregate demand devel- 
opments as the cause of the deteriorating employment 
situation. Comparatively little attention has been given 
to the supply side and the extent to which trends in 
labour supply may have reinforced or weakened the 
negative effects deriving from the demand side. 

For a long time now, employment in the service sector 
of industrially advanced economies has not only tended 
to grow considerably faster than employment in industry 
but has shown a greater resilience to cyclical downturns 
in national output. Since services tend to be more 
labour-intensive than industrial activities it is clearly of 
considerable interest to know whether the relative 
dynamism of service employment has been maintained 
in the 1980s and whether it has retained its ability to 
absorb a significant proportion of the loss of jobs in 
industry. In other words, the question here is whether 
the impact of aggregate demand on employment has 
been softened or amplified by changes in its structure. 

The following section contains a brief review of three 
major aspects of labour market developments in the last 
two decades or so. The first sub-section focuses on the 
different components of these changes, including the 
evolution of the population of working age and levels and 
patterns of labour force participation. Special attention 
1s paid to the changes over time and their contribution to 
the recent labour market situation. The second and third 
sub-sections deal in greater detail with the structural 
aspects of changes in employment in the same period: 
longer-term trends and fluctuations in employment in 
industry and services are considered first, followed by a 
review of changes in the structure of employment within 
the services sector. 

Because of the different subject areas covered, the data 
and estimates used are not necessarily identical in all 
cases. The need to consider different aspects of labour 
force and employment was mostly responsible for this. 
The first two sub-sections, which include the consider- 
ation of certain demographic characteristics, imposed 
the use of conventional labour force statistics, whereas 
the detail of breakdown of services activities required for 
the last section dictated the use of national income 
statistics. An exploratory comparison of differences 
between these two sets of estimates was undertaken. It 
suggested in general a satisfactory degree of comparabil- 
ity between the two series from different sources. 
However, it should be noted that at least in some 
countries this was not the case and for this reason direct 
comparisons between the last two sub-sections especially 
are not always possible. 


1.6(i) Labour supply and employment trends 


The continuing increase of unemployment in 1982 and 
the absence of indications of a substantial improvement 
in the near future have reinforced the already existing 
concern with developments in the labour markets. There 
is growing support for the view that the current high 
levels of unemployment are not only cyclically deter- 
mined, but also reflect the influence of longer-term 
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factors.!1! Whereas a substantial amount of research on 
the subject of employment and unemployment has been 
carried out at the national level, inter-country compari- 
sons may shed some further light on these issues. The 
purpose of this section is to carry out such a comparative 
review, with special emphasis on the different compo- 
nents of changes in the labour market in the course of the 
last two decades. 

Fundamentally, a long-run balance in the labour 
market implies a certain proportionality in the growth of 
the society’s labour force potential, the main determi- 
nant of which is the population of working age,'!? and of 
the work opportunities or employment. It has been 
argued, specifically for the case of the United Kingdom 
but on more general grounds, that in the long run the 
population of working age and employment have moved 
together on a proportionate basis. At the same time, 
however, it was recognized that in the shorter run this 
association does not necessarily hold and that departures 
from the trend might be protracted.!!> As far as the 
longer-term positive association is concerned, sufficient- 
ly reliable data needed to trace in detail the evolution of 
the growth of the working age population and employ- 
ment over the past thirty years or so are not available.'!* 
Some general estimates which can be made, however, 
seem to confirm the existence of a positive relationship 
between the two. A comparison of the percentage 
growth in working age population and employment for 
the period between 1950 and 1980 for western Europe 
and North America combined shows a very similar 
increase in both variables. Over the thirty-year period 
the working age population increased by close to 34 per 
cent and employment grew by 37 per cent. These overall 
growth trends, however, conceal different subregional 
and country patterns. A clear divergence exists, as in 
many other aspects of labour market developments, 
between western Europe and the United States. In the 
first group of countries a relatively slow growth in 
working age population (19 per cent) was associated with 
an even lower increase in employment (less than 16 per 
cent). In comparison, in Canada and the United States 
combined, the working age population increased by 56 
per cent but employment rose even faster (71 per cent). 
Trends between individual countries also differ consider- 
ably. Nevertheless, when the percentage increase of 
working age population between 1950 and 1980 in each 
country was related to its percentage growth of employ- 
ment between the same years, the correlation coefficient 
was found to be relatively high (0.85). Although these 


111 Some of these factors are discussed in the two following sections 
which deal, respectively, with changes in the sectoral structure of 
employment and employment trends within the services sector. 

'!? Throughout this section the population of working age refers to 
persons aged 15 to 64 years. This population includes the bulk of the 
labour force potential, defined as those able to take up employment. 

'13 Beenstock, М. and Warburton, P. “Ап Aggregate Model of the 
UK Labour Market”, Oxford Economic Papers (New Series), 34(2):253— 
275, July 1982. 

''* In a substantial number of countries, breaks in the historical 
series of employment statistics exist. These discontinuities affect in 
particular year-to-year analysis, but are of lesser importance when 
comparisons over longer periods are to be made. Because of the lack of 
comparability, especially for the earlier periods, most of the following 
comments refer to the 1960-1980 period. 
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data do not indicate the existence of a uniform pattern, 
nevertheless they confirm the existence of a certain 
degree of proportionality and thus of a broad correspon- 
dence between trends in working age population and in 
employment. 

In spite of this broad association it should be 
emphasized that the relation between the two is only an 
indirect one: there are a number of intervening variables 
which affect the outcome of the process and the balance 
or imbalance between the labour force potential and the 
actual demand for labour. These intermediate variables 
are the sex-age composition of the working age popula- 
tion, activity rates and the level of unemployment. The 
basic link between the population of working age and 
employment is the labour force. The sex-age distribution 
of the working age population together with the specific 
activity or labour force participation rates!!5 determine 
the size and composition of the labour force. The latter 
in turn is made up of the employed and the unemployed. 
In the following sub-sections the role of these different 
variables will be considered in the context of employ- 
ment trends over the last two decades. 


(a) Trends in working age population and its sex and age 
composition, 1960-1980 


Trends in the population of working age have been far 
from uniform. In some countries the increase between 
1960 and 1980 amounted to less than 5 per cent, in others 
it exceeded thirty per cent and, in one case, even fifty per 
cent. On the basis of average annual growth rates for the 
period 1960-1980 countries can be classified in a few 
broad groups: 


Annual growth rate 


(per cent) Countries (growth rate) 
Less than 0.50 Austria (0.18); United Kingdom (0.23); Sweden 
(0.39); F. R. Germany (0.41); Belgium (0.46) 
0.50-0.75 Italy (0.55); Denmark (0.60); Norway (0.65) 
0.75-1.00 Finland (0.80); Ireland (0.92); Switzerland 


(0.94); France (0.96) 


Netherlands (1.46); 
Canada (2.19) 


An additional characteristic of the evolution of the 
working age population in the years between 1960 to 
1980 was the more rapid growth of men than of women in all 
west European countries, but not in North America. 
Given the higher activity rates of males, their more rapid 
growth would result in a tendency for a faster rate of 
increase in the labour force and, assuming constant rates 
of unemployment, also in employment. The growth 
differentials were most marked in Austria and the 
Federal Republic of Germany, both countries of slow 
natural growth. In Austria the number of men of 
working age increased between 1960 and 1980 by 8.6 per 
cent, whereas for women there was a slight but absolute 
decline in numbers (—.06 per cent). The figures for the 
Federal Republic of Germany were 15.7 per cent 
increase for men and 2.6 per cent for women. In 1960 the 
working age populations of these countries had a highly 
imbalanced sex ratio, owing to heavy male war losses. A 
trend toward normalization followed, as the cohorts most 
severely affected passed beyond working age. 

The divergencies between the increase for men and 
women were much smaller in traditional countries of 
emigration, such as Ireland and Italy; the excess of the 
percentage increase in the number of working age men 


1.00 and over United States (1.68); 


115 Activity (or labour force participation) rates are the ratio, 
expressed in percentage terms, of persons in a given population who 
form part of the labour force to the total population. 


over that of working age women in these countries was 
only somewhat over | percentage point. Canada and the 
United States did not conform to the pattern found in 
Europe: in both countries the number of women of 
working age increased between 1960 and 1980 somewhat 
faster than that for men. 

It can be shown that the effect of different rates of 
growth between the sexes may be of some significance 
for the supply of labour, particularly in circumstances 
where this is large and the participation rates of women 
are low in comparison with those of men. The order of 
magnitude of the effect under such conditions can be 
illustrated for Austria and the Federal Republic of 
Germany. Assuming that the distribution by sex of the 
population in the age group 15 to 64 years did not change 
between 1960 and 1980 and also that the total activity 
rate for each remaaned the same, the growth of the labour 
force between 1960 and 1980 would have been 2 to 3 per 
cent higher due to the more rapid increase of males of 
working age. 

A second demographic factor which intervenes be- 
tween the growth in working age population and the 
supply of labour, and employment, is the age distribution 
of the working age population. Activity rates of different 
age groups may vary considerably and changes in the age 
distribution thus may have a significant effect on the 
supply of labour and its composition. The possible 
impact of this factor can be gauged by a standardization 
procedure, assuming that age specific activity rates 
remain the same over the period considered. On the 
basis of these constant rates and the actual population in 
different age groups, a standardized labour force, which 
only reflects the effect of changes in the age distribution 
within the working age population, can be calculated. 
The difference between the growth of this standardized 
labour force and that of the total working age population 
shows the effect of changes in the age distribution. This 
calculation, using the sex-age activity rates for 1960, 
could be carried out for eight countries for the period 
1960 to 1980.116 The results are summarized in table 1.6.1. 


TABLE 1.6.1 
Percentage growth of working age population and standardized labour 
force? 
1960-1980 
Percentage growth 
Working age Standardized 
population labour force* 
Ааа a Sas Jer ay паи 3.71 7.53 
Belgium? Loney суде WE: Е 8.79 10.28 
Canada? ee Se pans 51.66 50.42 
Denmarkey tana eet 12.07 14.31 
Finland? ИЕ vin! То 16.75 18.76 
Irance’™ oa ae Ост 19.79 22.20 
Germany, Federal Republic of . 8.60 13.33 
Swedenstth о eo seewe о 8.16 9.96 


а Calculated on the assumption of constant 1960 sex-age activity rates (see text). 
> 1960-1979. 


In seven countries, changes in the sex-age distribution 
between 1960 and 1980 were conducive to a more rapid 
growth in the supply of labour. The percentage growth 
rate of the standardized labour force exceeds that of the 
working age population by around 2 percentage points 
(from 1.5 in Belgium to 2.4 in France) in five countries, 


116 Since the standardization has been carried out on the basis of age 
specific activity rates for each sex, the results in fact reflect the 
combined effect of changes in age and sex composition. 
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TABLE 1.6.2 


Growth rates working age population, labour force and employment 
lt a ee ee eS eee 


Growth rates (per cent average annual change) 


1960-1970 1970-1980 
Working age Labour Working age Labour 
population force Employment population force Employment 
Austria —0.16 0:53 —0.45 0.53 0.60 0.63 
Belgium 0.29 0.67 0.83 0.62 0.81 0.21 
Denmark spoon Od а ТЕ 0.77 1.29 1.41 0.57 121 0.33 
ава со, м 1.01 0.18 0.14 0.59 0.66 0.36 
France WCities. het ae oe 1.11 0.80 0.68 0.80 0.78 0.37 
Germany, Fed. Rep. of 0.26 0.11 0.16 0.56 —0.05 — 0.33 
Ireland ce Dm See ke Ue 0.23 0.01 —0.01 1.62 0.97 0.94 
Netherlands их sos ec 1.53 1.22 1.24 1.39¢ 0.61 0.19¢ 
Norway ahr 0.70 0.67 0.71 0.59 1.63 1.78» 
Sweden АЕ ВЕТ 0.67 0.67 0.69 0.12 0.99 0.92 
Switzerland Ses оо: eet 1.38 1.47 1.47 0.51 — 0.34 —0.18 
United Kingdom 0.22 0.34 0.25 0.25 0.40 — 0.03 
Canada и ol hen 2.29 2.54 2.63 2.08 3:87 2.97 
United Зе". 1.64 1 1.83 1.72 2.41 2.16 


«Employment expressed in man-years. 
> 1972-1981. Data not comparable with earlier period. 


but by substantially larger margins in Austria (3.8 
percentage points) and the Federal Republic of Germany 
(4.7). In all but one country, Sweden, this more rapid 
growth can be attributed to a much more rapid increase 
of men in the central age group, 25-54 years, which also 
has the highest participation rate. The large growth 
differential between this group and the total working age 
population in Austria (16.4 and 3.8 per cent, respective- 
ly) and in the Federal Republic of Germanmy (28.0 and 
8.6 per cent, respectively) is mainly responsible for the 
greater impact of changes in the sex-age composition 
than in other countries. In contrast to the other 
countries, the increase of the working age population in 
Canada exceeded that of the standardized labour force, 
but by only a small margin (1.2 percentage point). This 
implies a slight negative effect of changes in the sex-age 
distribution on potential labour supply, but considering 
the large increase in Canada’s working age population 
the difference has little significance. 

As far as the relationship between the supply and 
demand of labour over time is concerned, the evolution 
of the working age population, which implies shifts in 
the potential labour supply and possible pressures in the 
labour market, is generally perceived to be exogeneously 
determined. This assumption may need qualification in 
the longer run,'!” but also in the short term. As is well 
known, a number of countries, in particular in western 
Europe, resorted to large scale immigration of migrant 
workers in the period of labour shortages in the 1960s 
and subsequently to a reduction and reversal of immigra- 
tion during recessionary periods and the general econom- 
ic slowdown after the mid-1970s. The impact of this 
factor has been of considerable significance in a number 
of countries.!!8 


'!7Jn particular, Easterlin has argued that the employment 
situation, especially of young adults, may engender a demographic 
response in nuptiality and fertility thus causing long-term swings in 
population and labour force growth. See, for instance, Easterlin, R. 
“What will 1984 be like? Economic Implications of Recent Twists in 
the Age Structure” in Demography 15(4):397-432, November 1978. 

118 See, for instance, Economic Commission for Europe, ‘Labour 
Supply and Migration in Europe: Demographic dimensions 1950—1975 
and prospects” Economic Survey of Europe in 1977, Part IT, Chapters II 
and III, Sales no. E.78.11.E.20 (United Nations, New York, 1978). 


(b) Trends in working age population and employment, 
1960-1970 and 1970-1980 


As might be anticipated in the light of the large inter- 
country differences in growth rates over the period 1960— 
1980, differences in the growth rate of the working age 
population also appear when shorter time-spans within 
the 1960-1980 period are examined (see table 1.6.2). 

A slowdown in the growth of the working age 
population in the 1970s as compared with the 1960s, 
which would be in line with the long-run secular decline 
in overall population growth, is clearly evident only in 
five countries (Denmark, Finland, France, Sweden and 
Switzerland). In each of these the growth rate of the 
population of working age in the 1970s was at least one 
quarter below that of the 1960s, suggesting a significant 
decrease in pressures in the labour market emanating 
from demographic factors. In Denmark, Finland and 
Switzerland the growth rate was 0.5 to 0.6 annually, 
whereas it was higher in France and lower in Sweden. In 
contrast to a decline in growth of the working age 
population, an acceleration suggests increasing pressures 
in the labour market. Significantly higher growth rates 
in the 1970s compared with the 1960s are found in 
Austria, Belgium, the Federal Republic of Germany and 
Ireland. In all these countries the increase in the 1960s 
had been slow (even negative in Austria) but between 
1970 and 1980 it accelerated, and except in Ireland, 
produced annual growth rates between 1970 and 1980 of 
some 0.5 to 0.6 per cent. Ireland is an exception in the 
sense that the high natural growth, which still prevails in 
this country, was counteracted in the 1960s by a large 
volume of emigration. When the latter declined strongly . 
in the 1970s, the growth rate of the population of working 
age went up sharply to over 1.6 per cent from a low of 0.2 
per cent between 1960 and 1970. The remaining 
countries do not exhibit a clear pattern, except for the 
fact that changes in growth rates over the two last 
decades were comparatively small, thus implying no 
major shift in the demographic determinants of labour 
supply. However, the rate of growth in the countries in 
this group (Netherlands, Norway, United Kingdom, 
Canada and the United States) varied widely, from 0.2 
per cent in the United Kingdom to over 2 per cent in 
Canada (see table 1.6.2). 
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For western Europe and North America these devel- 
opments resulted in a slightly higher increase of the 
working age pcpulation in the 1970s than in the 1960s. 
For western Europe the rise was marginal, from an 
increase of 5.9 per cent between 1960 and 1970 to 6.1 per 
cent between 1970 and 1980. The difference was 
somewhat larger in North America, but comparatively 
small in the light of the much higher growth rate there 
(18.4 per cent increase in the 1960s and 19.0 per cent in 
the 1970s). For the two regions combined the growth 
rate increased from 11.0 per cent between 1960 and 1970 
to 11.8 per cent between 1970 and 1980. 

Comparisons of changes in working age population 
and in employment in the two decades do not provide 
clear signs of a growing divergence between the two. In 
fact the combined data for western Europe and North 
America show an acceleration in growth in both working 
age population and employment, with the higher 
increase in the latter. However, for each of the two 
regions separately the picture changes. In western 
Europe a modestly higher increase in the working age 
population in the 1970s was associated with a slightly 
slower growth in employment. In contrast, North 
American data show a significantly higher increase in 
employment in the 1970s than in the 1960s: 


Working age 
population Employment 
1960-70 1970-80 1960-70 1970-80 


Percentage increase 


Western Europe and North America 11.0 11.8 9.6 12.0 
Western RULOpe Mosier) 59 6.1 2.5 2.2 


North America Re eect 2. 18.4 19.0 20.7 24.8 


The significance of such overall comparisons is 
limited, given the wide variations between countries 
with regard to changes in the working age population. 
More detailed data lend some support to the assertion, 
made above, that in spite of the broad association 
between the two, changes in the working age population 
and employment may diverge over fairly long periods. A 
loosening of the relationship between the two seems to 
manifest itself in the recent decade. Correlation coeffi- 
cients relating the percentage growth in working age 
population in each country to its percentage growth in 
employment in different sub-periods were calculated. 
The coefficients for the periods 1950-1960 and 1960- 
1970 were of the same order of magnitude (varying 
between 0.83 and 0.87). For 1970 to 1980 the coefficient 
dropped considerably (0.56). The inference is that, 
especially in the most recent decade, trends in working 
age population diverged much more from those in 
employment than has traditionally been the case. 

Estimated average annual growth rates of the working 
age population and employment in individual countries for 
1960-1970 and 1970-1980 are presented in table 1.6.2. 
The data suggest the existence of certain broad patterns, 
but also differences with respect to the behaviour of the 
two variables in general and over time. In both respects 
there is clear evidence of the difference between western 
Europe and North America. A more rapid expansion of 
employment than of working age population in North 
America contrasts with an inverse relation between the 
two in the majority of west European countries. This 
difference persists over time. The higher growth of 
employment occurs in North America both in the 1960s 
and 1970s. In comparison, in five of the west European 
countries (Finland, France, the Federal Republic of 
Germany, Ireland and the Netherlands) employment 


increased more slowly than the working age population 
in 1960-1970 as well as in 1970-1980. In addition, in 
three other countries of western Europe (Austria, 
Switzerland and the United Kingdom) a lower growth of 
employment in one of the two decades went together 
with very similar growth in employment and working 
age population (although marginally higher for employ- 
ment) in the other decade. Trends which diverge from 
the average west European pattern however, are found in 
Belgium and Denmark, where during the 1960s employ- 
ment expanded more rapidly than the working age 
population, although the opposite was true between 1970 
and 1980. In addition, Norway and Sweden deviate 
from the rest of western Europe: in both countries 
working age population and employment increased at 
similar rates in the 1960s, but in the 1970s employment 
grew considerably faster than the working age 
population.!!9 


(c) Trends in labour force participation and the labour force 


The observed differences in the growth of working age 
population and employment can in part be explained by 
the divergence in trends in working age population and 
labour force due to changes in participation rates as well 
as shifts in the sex-age distribution of the working age 
population. In order to estimate the effect of participation 
rates, it is necessary to account for the possible 
distortions caused by variations in the sex-age distribu- 
tion. This can be done through the use of the 
standardization procedure described above, that is, the 
application of a set of constant sex-age labour force 
participation rates to the corresponding sex-age groups 
of the population of working age. The standardized 
labour force thus obtained accounts for the effects of the 
growth of the working age population and changes in its 
composition.!2° The ratio between actual labour force 
and these estimates corresponds to the effect of changes 
in sex-age participation rates. Increasing ratios imply a 
net increase in participation rates, while decreasing 
ratios point to a decline. Chart 1.6.1 shows the ratios 
between actual and the standardized labour force, for 
males and females for the eight countries mentioned 
earlier. 

Four countries in this chart (Austria, Finland, France 
and the Federal Republic of Germany) represent what 
was referred to earlier as the typical west European 
pattern of slower growth in employment than in working 
age population both in the 1960s and 1970s. Considering 
first the decade of the 1960s, it seems to be obvious from 
the slower growth of the actual compared to the 


119 Due to a break in the series in 1971, employment estimates for 
Norway are not comparable over time. Accordingly, the data used for 
the past decade refer to 1972-1981 rather than 1970 to 1980. In spite of 
this lack of comparability, the changes observed between the two sub- 
periods are so large that the assumption of a change in the underlying 
trends seems reasonable. The discontinuity in the series, however, does 
not allow an identification of the timing of such a change in trends. 

120 This statement needs to be qualified insofar as these labour force 
estimates do not account fully for the impact of the demographic 
factors in that they ignore the so-called “interaction” term. The 
standardization method is based on the following expressions: 


LF, Ti LF, = Vaio(Pic a Pi.) ал УР, (ан = aio) 
+ У(Р, — Pid — ic) 
where: LF: is the labour force 


Р;: population in age group 1 ’ 
a;: participation rate of age group 1 


the subscript o refers to the base year (1960 in this case) and t to each 
individual year between 1960 and 1980. } ` 

The last term in the expression is the so-called interaction effect, 
because it contains the effect of changes in both population and 
participation rates. Since it is not possible to isolate from this term the 
part due to changes in population structure, the estimates above are 
based only on the first term. 
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CHART 1.6.1. 
RATIO OF ESTIMATED AND HYPOTHETICAL LABOUR FORCE 
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standardized labour force that the prevailing tight labour 
markets and low unemployment did not induce a rise in 
participation rates. The ratio, and thus participation 
rates, in these countries declined gradually, but consis- 
tently, from 1960 on. Even the large inflow of migrant 
workers into some of these economies did not change this 
basic trend. Moreover, the chart shows that in three of 
the four countries, the decline in the overall ratio was 
mainly due to a fall in the participation rates of men. 
The value of the ratios for women are generally higher 
and, on the whole, changes in female participation rates 
had only a small effect on trends in this period.!?! 


121 In Finland the ratio for women was below that for men. This 
may have been in part due to a substantial drop in the number of 
women employed in agriculture, probably as family workers, in the 
1960s. Between 1961 and 1970 the number of women employed in 
agriculture declined by 42 per cent. 
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Of special interest is the behaviour of the ratio 
between the actual and standardized labour force in 
those countries, Belgium, Denmark and Sweden,!?? 
which either in the 1960s or 1970s deviated from the 
pattern prevalent in most of western Europe. Of these 
countries both Belgium and Denmark experienced in the 
1960s a more rapid growth of employment than of the 
working age population, but this situation reversed itself 
in the course of the 1970s, in conformity with the trend in 
most other west European countries. In both countries 
the ratio of actual to standardized labour force in the 
1960s was above unity, indicative of rising participation 


ze 


The discontinuities in the labour force and employment series for 
Norway mentioned earlier, did not permit its inclusion in this analysis. 
However, the overall relation between the growth in working age 
population and employment in Norway during the 1960s and 1970s 
may have been similar to that found in Sweden. 
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rates. However, the underlying factors in each case were 
different. Belgium is unique among the countries 
considered insofar as until 1973, there is no clear 
evidence of a net decline in male participation rates. 
This evolution in combination with steadily rising 
female participation rates implied a more rapid increase 
in actual than in the standardized labour force. In 
contrast, in Denmark the higher participation of women 
accounted for the more rapid growth in the labour force 
and employment; as in the other west European 
countries, the participation rates of males fell during the 
1960s. The basic trend in Sweden in the 1960s was 
similar to that in Denmark, except for the fact that rising 
female participation rates only became clearly evident in 
the latter half of the decade and were offset by a fall in 
the activity rates of men. 

In the 1960s in Canada there was a combination of 
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decreasing participation of males, as in most west 
European countries, but a much stronger increase in the 
economic activity of women. Between 1960 and 1970 the 
female labour force in Canada increased by over 20 per 
cent more than what could have been anticipated on the 
basis of demographic trends only. 

Unlike the 1960s, shifts in the relation between 
working age population and employment in the 1970s 
cannot be explained solely in terms of changes in the 
labour force. The reason for this is the appearance of a 
significant unemployment gap. The two recessions in 
the 1970s evidently had a considerable impact on 
employment, but there is a wide support for the view that 
recent and current unemployment levels are not only 
cyclical. It may be recalled in this context, as noted in 
last year’s Survey, that in many countries unemployment 
after the 1973-1975 recession did not drop to the levels 
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typical of the 1960s, but remained comparatively 
high.!23 One implication of the adverse development in 
employment was that whereas in the 1960s employment 
increased more slowly than the working age population 
in five west European countries, in the 1970s this number 
rose to nine. In addition, the difference between the 
growth rates of working age population and of employ- 
ment widened in the 1970s as compared with the 1960s. 
The three remaining European countries in which 
employment in the 1970s increased faster than the 
working age population (Austria, Norway and Swe- 
деп!24) were also the only countries where there was по 
significant increase in unemployment rates during the 
1970s. 

A comparison between the growth trends of labour force 
and working age population in the 1960s and the 1970s for 
the countries included in chart 1.6.1 brings out clearly the 
effect of the observed changes in overall participation 
rates (table 1.6.2). The increase of the working age 
population in the 1960s exceeds that of the labour force 
(or the working age population declines less than labour 
force) in Austria, Finland, France and the Federal 
Republic of Germany. A higher growth in labour force 
than in working age population is found in Belgium, 
Denmark and Canada, while in Sweden both increased 
by the same proportion. As for the other countries in 
table 1.6.2, a more rapid growth of the working age 
population occurred in Ireland, the Netherlands and 
Norway, while labour force increased faster in Switzer- 
land, the United Kingdom and the United States. The 
generally rising trend in participation rates in the 1970s 
1s reflected in the fact that of the eight countries included 
in chart 1.6.1 six showed a higher rate of increase of 
labour force than of the population of working age. In 
France the growth rates of labour force and working age 
population were virtually the same; the Federal Republic 
of Germany was the only country where, as in the 1960s, 
the working age population experienced a higher rate of 
growth than the labour force. Of the remaining countries 
three (Ireland, Netherlands and Switzerland!5) also had 
a lower growth of the labour force, whereas labour force 
growth was higher in Norway, the United Kingdom and 
the United States. 

It would appear that in general and with significant 
exceptions (e.g. North America), labour force growth 
and in particular participation rates may have been out 
of synchronization with labour demand developments. 
In the 1960s participation rates do not seem to have 
responded in a positive way to demand conditions and 
tight labour markets. There is also little evidence, at 
least until the end of the 1970s, that deteriorating 
employment conditions have led to any significant fall in 
levels of participation. 

This is not to say that in the shorter run labour supply 
has been completely insensitive to cyclical fluctuations in 
employment. As may be seen from chart 1.6.1 the ratio 
of actual to standardized labour force, which is an index 
of overall changes in participation rates, shows the effect 
of recessions in a number of countries; either in the form 
of a decline or, especially in the case of women, of a 
slowdown in the increase in the ratio. A very rough 
indication of the impact of cyclical unemployment on 
participation rates can be obtained by comparing the 
actual and standardized labour force, since the latter is 


123 See Economic Survey of Europe in 1981, р. 18 and chart 1.1.2. 

124 As noted in last year’s Survey, low levels of registered 
unemployment in Sweden are, at least in part, due to the widespread 
job creation and job support schemes. 

125 The total labour force in Switzerland and the Federal Republic of 
Germany actually declined between 1970 and 1980. This may have 
been due in part to the outflow of migrant workers since the 1973 
recession. 


not affected by changes in participation rates and at the 
same time allows for the effects of shifts in the age 
distribution within the working age population. The 
deviations from the underlying trend in the relation 
between these two variables in periods of recession 
provides a basis for estimating the order of magnitude of 
the response of participation rates to cyclical fluctuations 
in employment. The results for five countries (Belgium, 
Canada, Finland, France and the Federal Republic of 
Germany), which indicate order of magnitudes rather 
than precise estimates, suggest that for males the 1967- 
1968 and 1973-1975 recessions may have caused a drop 
in participation rates of between about 0.5 and some- 
what less than 2 per cent. The effect on female 
participation seems to have been stronger, the estimates 
range from a little less than 1 per cent up to 2.5 per cent. 
In four of the five countries the impact of the 1973-1975 
cycle appears to have been more pronounced than that of 
the 1967-1978 cycle. The exception is the Federal 
Republic of Germany where the estimates are, more than 
in other countries, affected by the large outflow of 
migrant workers in the most recent of these recessions. 


(d) Labour force, employment and unemployment 


The relation between the developments in the labour 
force and the expansion of employment in the 1960s, 
confirms that the period was generally one of tight labour 
markets and decreasing unemployment. In nine of the 
fourteen countries shown in table 1.6.2 employment rose 
between 1960 and 1970 more rapidly (or decreased less) 
than the labour force, and in three others (Finland, 
Ireland and Switzerland) both increased at more or less 
the same rate. Only in France and the United Kingdom 
was the growth rate of the labour force higher than that 
of employment. Even though the degree to which the 
expansion of employment lagged behind that of the 
labour force was small in these countries, the fact of this 
divergence may be more important than its magnitude. 
A closer scrutiny of unemployment trends in the 1960s 
reveals that this development may have reflected a 
significant change in employment and unemployment 
trends which manifested itself in the case of these two 
countries in a slower growth of employment than of the 
labour force. This pattern also existed in a number of 
other countries but was concealed by other factors. 

Data for France and the United Kingdom suggest that 
the 1967 recession was associated not only with a 
temporary upsurge in unemployment, as in other 
countries, but also with a longer term upward shift in 
unemployment levels. In both countries unemployment 
after the recession remained well above the pre-1967 
levels. In the case of France, unemployment rates 
between 1960 and 1966 fluctuated within the narrow 
range of 1.0 to 1.3 per cent. Starting in 1967 unemploy- 
ment went up and continued to increase slowly, even 
after the recession. Between 1969 and 1974, the last year 
before the impact of the 1973 recession was felt, 
unemployment rates climbed, gradually. and with only 
one interruption, from 2.3 to 2.8 per cent. Unemploy- 
ment patterns in the United Kingdom were not as clear- 
cut, but nevertheless showed a similar tendency. In the © 
pre-1967 period unemployment rates fluctuated between 
1.1 and 2.0 per cent, as compared with between 2.0 and 
3.2 from 1969 to 1974. Developments in the United 
Kingdom differed from those in France in that a not 
unimportant recovery of employment occurred in 1973 
and 1974. However, even in these years unemployment 
rates (2.1-2.3 per cent) still exceeded the upper limit of 
the 1960-1966 period. 

It may be noted that if the employment trends during 
and after the recession are eliminated, the two countries 
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no longer differ from the others as regards the relative 
growth in labour force and employment. In the period 
1960 to 1966 the annual growth rate of the labour force in 
the United Kingdom remained below that of employ- 
ment. In France the annual growth rates of labour force 
and employment in this period were virtually the same. 

As mentioned before, there are also indications of an 
upward shift in unemployment during the latter part of 
the 1960s in other countries, although it did not, as in 
France and the United Kingdom, cause the growth of 
employment to fall below that of the labour force during 
the decade as a whole. The emergence of a higher level 
of unemployment in a number of countries seems to be 
obvious from table 1.6.3 where unweighted averages of 
unemployment rates for a period in the first part of the 
1960s are compared with those for a period following the 
1967 recession. !2¢ 

Table 1.6.3 shows a significant upward shift in unemploy- 
ment after the 1967 recession in at least three other 
countries, in addition to France and the United 
_ Kingdom. These are Finland, the Netherlands and 
Sweden, for which the unemployment rate in the more 
recent period, although generally still low, was roughly 
between 50 and 100 per cent higher than in the years 
before 1967. Canada may also belong to this group, in 
that the 1970-1974 unweighted unemployment rate was 
close to one-third higher than in 1961-1966. Most other 
countries also exhibited higher unemployment rates after 
the recession years, but the differences were not so large 
as to be considered significant. 

These data may be too crude to reach a definite 
conclusion regarding the upward shift in unemployment 


TABLE 1.6.3 
Average unweighted unemployment rates 1960-1966, 1970-1974 and 
1977-1980 
Average unweighted 
unemployment rate 
1960-1966 1970-1974 1977-1980 

Austria 77 1.5 1.9 
Belgium 1.8¢ 2.1 6.9 
Denmark . 1.6 0.9% 5.9 
Finland 1.4 DN 6.1 
France ar. cM 1:2 2.6 5.6 
Germany, Fed. Rep. of 0.7 0.8 3.6 
Ireland] cB. he a 5.0 5.9 6.8 
Netherlands 0.8» 1.6 4.5 
Norway 1.0 0.84 1.9 
Sweden 1.5 72:7) 2.0 
Switzerland 0 0 0.3 
United Kingdom 1.4 2.5 5.6 
Canada 4.36 57 7.8 
United States 5.1 5.2 6.4 

« 1962-1966 

ь 1961-1966 

© 1969-1973 

2 1970 


126 The periods selected were basically 1960-1966 and 1970-1974, 
but as indicated in the footnotes to the table these were not РН 
adhered to. In some instances the years 1961 to 1966 (ог 1962 to 1966) 
were used for the calculation in order to eliminate from the average the 
effect of a markedly higher unemployment in these countries 
(Netherlands, Canada, Belgium and Norway) in 1960 (or 1960 and 
1961) due to the recession of the early 1960s. In some countries, the 
later period also differed from the standard ;(1969-1973 instead of 
1970-1974 was used in Denmark, the Netherlands and the Federal 
Republic of Germany) because the recovery of the 1967 recession and 
the onset of the effects of the 1973 recession seemed to have occurred 
earlier in these countries. In the case of Norway only 1970 could be 
used for the later period, because of the absence of data for 1971 anda 
discontinuity in the series for the subsequent years. 


in the late 1960s, but some of the research on labour 
markets tends to lend support to this hypothesis. In an 
econometric study of unemployment trends in Belgium, 
France, the Federal Republic of Germany and the 
United Kingdom, Driehuis concluded that in all of these 
countries imbalances in the labour market, leading to 
what he calls structural unemployment, emerged after 
1967.'?7 Although the data presented in table 1.6.3 did 
not point strongly to such a structural change in 
unemployment in Belgium and the Federal Republic of 
Germany, the cases of France, the Netherlands and the 
United Kingdom seem to be clear. 

The deterioration of the labour market in the 1970s is 
obvious when rates of growth of the labour forse and 
employment are compared (see again table 1.6.2). In 
eleven out of fourteen countries employment increased at 
a lower rate than the labour force. Moreover, in Austria 
the growth of employment was only marginally higher 
than that of the labour force. The only countries where 
the employment increased more rapidly (or declined less) 
were Norway and Switzerland. In the latter country the 
emigration of foreign workers since the 1973 recession 
reduced the pressures in the labour market, which 
otherwise would have probably led to higher 
unemployment. 

In last year’s Survey it was noted that in many 
countries unemployment rates did not return to their pre- 
recession levels after 1973.128 A comparison of the 
average unweighted unemployment rates for 1977-1980 
with those for 1970-1974 clearly shows the sharp 
increase in recent years (see again table 1.6.3). However, 
it should be noted that the data for the most recent period 
may already reflect some of the effects of the current 
recession on employment levels. Even so the rise in 
unemployment rates in comparison with the early 1970s 
is striking. They declined only in Sweden and as noted 
before, this was not so much the result of a vigorous 
demand for labour as of a wide range of job support 
programmes. Moderate increase in unemployment rates 
occurred in Austria and in Ireland, Canada and the 
United States, three countries where unemployment was 
already relatively high in the early 1970s. In all others 
the average unemployment rate in 1977-1978 was at least 
twice that of the years 1970-1974. On the basis of the 
available evidence it would seem that after the upward 
shift in unemployment rates of the late 1960s to early 
1970s a second and even stronger upward shift occurred 
in the latter part of the 1970s. The time perspective is not 
long enough to judge whether it is in fact a question of 
two separate shifts or a long-term trend of rising 
unemployment. Since data for the most recent years, 
which show a very steep increase in unemployment, are 
affected by the current recession, they are not sufficient 
to substantiate either point of view. 


(e) Conclusions 


The evolution from 1960 to 1980 of the major 
components of change in the labour market — the 
population of working age, labour force and employment 
— in eleven countries is shown in chart 1.6.2. As the 
graphs suggest the relation between the three is not a 
close one. Only in a few countries (France, Canada and 
the United States) did these two variables as well as 
labour force vary within a fairly narrow band. In the 
United Kingdom where in the past decade there has 
been a slow growth of population, labour force and 


127 Driehuis, W. “Labour Market Imbalances and Structural 
Unemployment” in Kyklos 31(4):638-661, 1978. 
128 Economic Survey of Europe in 1981, p. 18. 
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CHART 1.6.2. 
POPULATION OF WORKING AGE,LABOUR FORCE AND EMPLOYMENT INDICES 1960—1980 
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CHART 1.6.2 
POPULATION OF WORKING AGE,LABOUR FORCE AND EMPLOYMENT INDICES 1960—1980 
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employment, trends in each of the three are interwoven 
without exhibiting a clear pattern. In the majority of the 
remaining couniries (Austria, Finland, Federal Republic 
of Germany and Switzerland) the long-term growth of 
the labour force and employment fell below that of the 
working age population, whereas a lower growth of the 
working age population is found in Belgium, Denmark 
and Sweden. The data suggest many qualifications to 
generalizations on trends and patterns. 

Even so, the results of the preceding analysis permit 
some tentative conclusions concerning the functioning of 
the labour market in the past decades, and specifically 
the degree of its internal flexibility to changing 
conditions. 

Of the three variables, the population of working age is 
the least likely to respond to changing labour market 
conditions. There is no reason to seriously question the 
assumption prevalent in growth literature that the 
growth of population, including the population of 
_ working age, is exogeneously determined. Possibly from 
a much longer run perspective than the present one, the 
assumption of the exogeneous nature of the growth of the 
working age population might come into doubt. From 
the point of view of the present analysis, however, the 
major qualification concerns the role of international 
migration. In the past two decades large-scale migration 
has played a significant role in population growth and 
the growth of the working age population in a number of 
countries. During the years of labour scarcity the inflow 
of foreign males of working age accounted for a large 
share of the growth in the labour force potential in some 
countries. Return migrations since the 1973 recession 
were an important factor in the adjustment of labour 
supply to demand. The future of international migration 
1$ uncertain, but it is worth noting that the present 
situation, which is likely to prevail in the coming years, is 
one of excess labour supply, and international migrations 
are probably more effective as a means of adjustment to 
labour shortages than to labour excess. 

The role of labour market conditions in determining 
labour force participation is not well established despite 
the extensive literature on the subject. As the preceding 
review of trends over the last two decades suggested, 
overall activity rates do not appear to have been 
synchronized with labour market conditions in all 
countries: participation rates declined in periods of 
labour scarcity and exhibited a rising trend at the time 
when the demand for labour weakened. Such divergen- 
cies between supply and demand for labour may have a 
number of causes. First, the market mechanism may not 
function as assumed in traditional theory, where supply 
and demand are seen as a function of wages. A number 
of factors may contribute to disequilibrium: on the 
supply side a backward sloping supply curve or a net 
negative income effect of wage increases on the supply of 
labour, which implies a decline in supply of labour in 
response to higher wages, could produce such a result. 
Declining participation rates of males in the 1960s may 
have been in part due to this factor. 

In the second place a variety of factors outside the 
markets may affect participation rates. While the sharp 
rise in the rates for women, particularly married women, 
might be explained in part by economic factors (rising 
wages, changes in demand patterns due to the sectoral 
shift to services, etc.), non-economic factors in the form 
of changing tastes and attitudes, probably also played a 
part. The relative importance of each of these groups of 
factors cannot be assessed. Nevertheless, the rapid and 
sustained changes in female participation in some of the 
countries might be indicative of a secular change. 

Another group of factors which operate outside the 
labour market but can have significant repercussions on 
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labour supply, are changes in legislation and provisions 
which affect the economic conditions of workers and 
potential workers. There are many instances of such 
broad social policies which have had such an effect. For 
example, changes in income tax legislation (e.g. whether 
the joint income or the income of each separately is. 
taxed) may either induce or discourage labour force 
participation of wives. The extension of coverage and 
increases in old-age pensions may have been a significant 
factor in the decline of labour-force participation 
amongst older men. 

Programmes and measures, such as the ones referred 
to, are not as a rule formulated with the purpose of 
influencing labour force participation.!22 However, in 
the last decade or so a number of policies (e.g. early 
retirement, longer schooling for young entrants into the 
labour force) have been introduced with the specific aim 
of reducing the supply of labour and, ultimately, 
unemployment. Such measures may have resulted in a 
significant slowdown in the increase of unemployment, 
at least temporarily. 

Little can be said about unemployment trends in the 
light of the preceding factors. The somewhat more rapid 
growth of working age population in the 1970s than in 
the 1960s in a number of west European countries may 
have added marginally to supply pressures on employ- 
ment. However, the fall in the correlation coefficient 
between working age population and employment in the 
1970s, referred to above, is in all likelihood more an 
effect of the stagnation in employment than of the trends 
in working age population. Nevertheless, the evolution 
of the age-structure of the working age population might 
have had some effect on unemployment levels. In 
particular, the more rapid increase in the number of 
young persons in recent years who are also characterized 
by higher unemployment, may have contributed to the 
rise in total unemployment. 

On the supply side, higher labour force participation 
rates of females who, in most countries, account for a 
high and rising share of unemployment may have been 
partly responsible for the rising trend in unemployment. 
The increased participation of married women may also 
have affected another dimension of labour supply, 
namely its geographic mobility. If both husband and 
wife work, geographic mobility may decline in propor- 
tion to the prospect of both of them finding employment 
in another location. Such a decrease in mobility, which 
would also be affected by the aging of the labour force, 
might be important at times when rapid changes are 
occurring in the sectoral structure of demand and output. 

As in the case of labour supply, social and other 
legislation may, directly or indirectly, affect the observed 
level of unemployment. Policies which reduce the supply 
of labour will also have a tendency to lower registered 
unemployment levels. Direct intervention to create jobs 
through public programmes will have the same effect. 

Although such intervention, as well as that aimed at 
lowering labour supply, may reduce unemployment, 
unless they are designed to provide a better adaptation of 
supply to demand, they will not resolve the fundamental 
problem of an excess supply of labour. As was observed 
in last year’s Survey, in western Europe and to a lesser 
extent in North America, the shortfall in the demand for 
labour was the major factor in the rapidly increasing rate 
of unemployment.'*° 


129 Nevertheless, to an increasing extent the effects of different 
social programmes of this type on labour supply are being considered as 
one of the pertinent factors to be taken into account. 

130 Economic Survey of Europe т 198l, р. 18. 
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1.6(ii) Changes in the sectoral distribution of 
employment 


A major feature of labour markets in the last decade is 
that the lower growth of employment has been ac- 
companied by substantial shifts in its sectoral distribu- 
tion. The most dramatic development has been the 
stagnation and even contraction in many countries of 
employment in industry, most significantly in manufac- 
turing, and a concomitant expansion of service sector em- 
ployment.'?! Historically, the most far-reaching structural 
change had been the shift from agricultural to industrial 
employment, but as this movement began winding 
down, a second historic structural change began to take 
place, namely, the increasing dominance of service 
employment over industrial employment. Although 
shrinkages of the industrial work force began to appear 
in the 1960s, the growing importance of service 
employment relative to industrial employment was 
already evident in the 1950s for several of the European 
countries and even earlier for the United States. As early 
as 1930, 40 per cent of those employed in the United 
States were producing services. The fact that by 1950 the 
share of service employment was 53 per cent bestowed 
upon the United States the distinction of being the first 
nation in which more than half of the employed 
population was not involved in the production of food, 
clothing or other tangible goods. 

Before discussing the actual sectoral trends in employ- 
ment, some of the limitations to making comparisons 
between sectors should be noted. One is that the relative 
growth of the service sector is probably somewhat 
exaggerated by the growth of part-time employment. In 
Great Britain, for example, almost all of the growth in 
service employment between 1961 and 1971 was due to 
the increased number of female workers (1.2 million out 
of a total increase of 1.3 million) and the indications are 
that almost all of this growth was in part-time work.!? 
According to data from the United Kingdom Population 
Census, the percentage of part-timers in total female 
employment rose from 25 per cent to 38 per cent between 
1961 and 1971, the result of an increase of 106 per cent in 
the number of part-time workers and a 6 per cent decline 
in the number of full-timers. The service sector in 
general has been the major source of part-time female 
employment and, within services, general government 
has been particularly important. A recent study by the 
Secretariat shows that “part-time employment accounts 
for a significant proportion of total employment in 
general government sector and this proportion has risen 
sharply since the early 1960s’”.!33 In 1975, according to 
this study, part-timers accounted for 30 per cent and 
more of total general government employment in the 
United States, the United Kingdom, Sweden and 
Denmark, and between 13 and 20 per cent in Finland, 
the Federal Republic of Germany and Switzerland. 
Thus the changing structure of employment is affected 
by the units of measurement employed. !*+ How serious is 
this as a source of over-estimation of the relative growth 


131 Industrial employment comprises mining and quarrying; manu- 


facturing; electricity, gas and water; and construction. Service 
employment is composed of wholesale and retail trade and restaurants 
and hotels; transport, storage and communications; financing, 
insurance real estate and business services; community, social and 
personal services; and activities ‘not adequately defined’. The 
‘classification system is that of the International Standard Industrial 
Classification of All Industrial Activities (ISIC-1968). 

'3? Department of Employment ‘‘Changing Structure of the Labour 
Force”, Employment Gazette, HMSO, London, October 1975. 

133 “Етрюутеп{ in general government in industrial market 
economies”, in: Economic Commission for Europe, Economic Bulletin 
Jor Europe, Vol. 30, No.2, 1979, United Nations, New York. 

'33 This issue and its effects on labour productivity are discussed to 


of the service sector? Table 1.6.4 shows, for a few 
countries where the data were readily available, the 
growth of service employment in terms of (a) hours 
worked or full-time equivalent and (b) numbers em- 
ployed. It is clear that the share of employment in the 
service sector is lower on the basis of hours worked than 
of numbers employed in all countries, the biggest 
difference being 4 percentage points in Norway. The 
differences between the growth rates of the two measures 
are more striking. The annual growth rate of service 
employment in Sweden in terms of hours worked is 
almost half of the rate for numbers employed and is one 
third lower in the case of Norway and Finland. In the 
United States, although the employment share of the 
service sector in terms of full-time equivalents was 2.5 
percentage points lower than the share of numbers 
employed, there was no difference in the growth rates, 
which implies a similar rate of expansion of both part- 
time and full-time jobs. However, although these data 
indicate that the share of the service sector in total 
employment (as well as the growth of labour input in the 
service sector itself) is overstated when measured on the 
basis of numbers employed rather than hours worked, 
they do not invalidate the conclusion that there has been 
a significant shift toward the service sector. Indeed, 
comparison of the alternative measures of the change in 
the service share of total employment suggests that the 
shift (between 1973 and 1980) was actually more marked 
in terms of hours worked than numbers employed 
(probably because of a decline in hours worked in 
industry). 

Another problem that affects measurement of the shift 
to services concerns the sectoral classification or location 
of service workers. For example, a manufacturing firm 
may decide to replace its accountants with the services of 
an outside accounting firm. While there has been no 
basic change in the type of work being performed, there 
has been a change in where it is performed, resulting in a 
different classification of the personnel concerned. This 
effect can also work in the other direction: an industrial 
concern may decide to purchase its own computer 
(perhaps because of declining prices) and hire a 
computer programmer instead of contracting with a 
computer services company. The importance of this 
change in classification is difficult to determine because 
in most countries a sufficiently detailed matrix of 
employment by industry and occupation is not available. 
However, such a matrix does exist for the United 
States!>> and from this it is possible to get a broad idea of 
the importance of this problem. 

Between 1970 and 1978 professional and technical 
occupations grew by 3.4 per cent for the total non- 
agricultural sector. The annual growth rate of this 
occupational group was 1.2 per cent in manufacturing 
but 3.9 per cent in the service sector. Within this 
occupational category engineering declined by 0.4 per 
cent annually in manufacturing, whereas it increased by 
2.2 per cent in services. During the same period, 
accountants in services grew by 4.8 per cent compared 
with 2.1 per cent in manufacturing. Over the same 
period total employment in computer services increased 
by 400,000, of which 318,000 were in the service sector. 
According to the Department of Labour data only about 
two-thirds of all service workers are actually employed in 
the service sector. These data thus suggest that the usual 
series for employment by sector probably understate the 
actual size of service employment in the economy as a 
ее И Seg are 
some extent by Edward F. Denison, “The Shift to Services and the Rate 
of Productivity Change”, US Department of Commerce, Survey of 
Current Business, October 1973, Washington D.C. 

135 United States Department of Labour, Industry-Occupation 
Employment Matrix 1970-1978, Washington D.C., 1981. 
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TABLE 1.6.4 


Service sector employment, 1973—1980, in terms of hours worked and numbers employed 
ое 


Shares in total employment 


Annual average 


growth rates 
Hours Numbers 1973-1980 
worked employed Hours Numbers 
1973 1980 1973 1980 worked employed 
ЕЕ a Se hs ee gee ed ЗЕНОН 
| (Percentages) (Per cent) 
Binland ite teat a Ae мт 45301 56.8 54.7 58.2 1.0 1.4 
Могмау. ео на = [10 58.0 55.3 61.9 2.6 3.9 
Sweden с. 57.6 63.2 60.0 65.5 1.4 2.6 
United States . 65.2 68.4 67.9 70.9 2.6 2.6 


мя=ББь чъм ъчъ \ kk ————— —_—_—_—_——_—__ 


Source : See list of sources to section 1.6(iii) 


Note: Numbers employed and hours worked refer to total employees in Finland and Sweden, and to total employment in Norway. In the 


United States the data refer to employees and to their full-time equivalent. 


TABLE 1.6.5 


Employment by sector 


Percentage of total 
employment in: 


Average annual 
percentage change 


Country Industry Services Industry Services 
1960 1970 1980 1960 1970 1980 1960-70 1970-80 1960-70 1970-80 

Austria 40.6 41.3 39.8 36.9 44.1 51.2 — 0.3 0.2 1.4 2.4 
Belgium: 43.5 42.1 33.6 48.0 53.3 63.4 0.5 — 1.9 2] 2.0 
Finland . 31.8 35.3 34.2 32.0 42.1 53.4 ee 0.1 3.3 1 
France: . Sa 36.7 38.7 35.0 41.7 47.9 56.5 1.3 —0.6 7.3 22 
Germany, Federal 

Republic оЁ 46.4 47.5 43.9 40.1 44.0 50.2 0.4 —1.1 182 1.0 
Netherlands* 40.4 39.0 31.9 48.2 53.9 62.1 1.0 —1.7 РЯ 1.7 
Sweden . 40.3 38.4 32.2 44.0 53.5 62.2 0.2 — 0.8 3.0 2.8 
Switzerland 46.5 46.0 39.8 38.9 45.4 53.0 1.4 —1.7 9.5 1.3 
United Kingdom: 46.8 44.1 37.6 46.5 52.7 59.7 — 0.4 — 1.5 1.6 1.3 
Canada: : 32.0 30.6 28.3 53.6 61.9 66.3 2.4 2.4 5.0 4.4 
United States: 32.3 33.0 29.9 59.7 62.6 66.6 DP i) 2.6 28) 


Sources : National statistics; OECD Labour Force Statistics, Paris, various issues; Secretariat estimates. 


* Includes Armed forces 
> Мап-уеагз. 


whole. It is also possible that part of the decline in the 
manufacturing sector in some countries has simply 
reappeared as an increase in the service sector.'*° 
However as noted above the ‘classification’ problem 
could work in the opposite direction although, with the 
data available at present, it is not possible to do more 
than guess at its net effect on changes in sectoral shares of 
total employment. 

Changes in the structure of employment over the last 
two decades are shown in table 1.6.5 on the basis of the 
readily available labour force statistics, which are subject 
to the qualifications mentioned above. By the end of the 
1960s Europe was experiencing extremely low growth 
rates of industrial employment, with Austria and the 
United Kingdom registering small declines. By 1980, 
the rates had plummeted even further. Only in Austria 
and Finland was there an increase in industrial employ- 
ment over the previous ten years, although quite 
negligible, of the order of 0.1 to 0.2 per cent a year. At 
the same time that industrial employment was stagnat- 
ing, service employment was expanding rapidly. The 
most spectacular jumps between 1960 and 1980 took 


136 In the United Kingdom the number of personnel employed in 
computer services increased by 5.8 per year between 1971 and 1981. 
More than 50 per cent of total computer services are sold to industry 
from the service sector each year. See Departments of Industry and 
Trade, British Business, HMSO, London, 27 August 1982. 


place in Canada and Finland, of the order of 115 per cent 
and 75 per cent respectively, and even the smallest 
increase exceeded 23 and 31 per cent (Federal Republic 
of Germany and United Kingdom). Yet, by 1980 the 
rapid expansion of the service work force appears to 
have slowed down sharply. Whereas in Austria and the 
United States the growth of service employment in 1970- 
1980 accelerated over the previous ten-year period, in 
Belgium, Canada, Finland, France, Federal Republic of 
Germany, Sweden and United Kingdom, the growth was 
slightly lower, while in the Netherlands and Switzerland 
it was considerably lower. 

In terms of the proportion of workers employed in 
services in 1960 the west European countries were 
lagging far behind the United States: in the latter the 
proportion was 60 per cent, while the highest percentage 
in Europe was 48 per cent (Belgium and the Nether- 
lands). However, by 1980, partly as a consequence of the 
narrowing of the income gap between the United States 
and Europe, the income elasticity of demand being 
higher for services than for goods, the proportion of 
service-producing employment in all of the countries 
ranged from between approximately one-half to two- 
thirds of the employed population. In contrast, with the 
exception of Finland, the proportion of those employed 
in industry declined in ten countries between 1960 and 
1980, the largest declines occurring in Belgium, the 
Netherlands and the United Kingdom, where the 
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proportion in 1980 was nearly one-fourth lower than in 
1960. 

Employment in agriculture, hunting, forestry and 
fishing has been excluded from the tables, as well as the 
discussion, because of the sector’s relative unimportance 
as a provider of employment. Moreover it has been 
characterized by continuing declines in both its propor- 
tion of total employment and in the absolute number of 
those employed. By 1980 the most significant percentage 
of workers in this sector was in Finland, where they 
barely exceeded 10 per cent of those employed. 
However, it appears that in the present recession the 
decline in employment in the primary sector may have 
begun to decelerate in several countries.!37 

Because of the high rates of employment growth and 
relatively low unemployment experienced by the Euro- 
pean countries through the 1950s and early 1960s, the 
disparities in structural change that were evolving went 
almost unnoticed until recent years. During the 1970s, 
the sharp rise in energy prices, spiralling inflation and 
slackening productivity had a severe impact on the level 
of employment. By 1981 the unemployment rate had 
jumped to around 7 per cent in western Europe, due in 
part to policies designed to dampen demand in order to 
bring down persistently high inflation rates. The 
combined forces of sharply rising unemployment and 
stagnation in employment, have focused attention, 
amongst other things, on the role of structural changes 
and its differential impact upon countries. In addition, 
while there are certain similarities among countries (see 
table 1.6.5), there exist also a number of differences 
which are more clearly visible in charts 1.6.3 and 1.6.4. 

Chart 1.6.3 dramatizes one of the more salient features 
of labour market developments between 1960 and 1980, 
that of slow growth or stagnation of overall employment 
in most of the west European countries. Despite this 
similarity, the graphs suggest rather sharp distinctions in 
the patterns of sectoral employment growth, particularly 
for industry, both among the individual west European 
countries and between western Europe and the United 
States. From the chart it can be seen that within Europe, 
in terms of industrial employment, countries fall into one 
of three categories: first, those where the index of 
industrial employment dropped precipitously between 
1970 and 1980 to levels far below those of 1960 (Belgium, 
the Federal Republic of Germany, the Netherlands, 
Sweden, Switzerland and the United Kingdom); second, 
countries where the level of industrial employment has 
generally hovered around that of 1960 (Austria and 
France); and finally, Finland, where the index increased 
slightly between 1960 and 1980. In Canada and the 
United States, despite fluctuations, the movement of the 
index has been upwards, the index in 1980 being 
substantially higher than in 1960. In Canada, industrial 
employment increased by 54 per cent between 1960 and 
1980, and in the United States by 37 per cent.'38 


137 Economic Survey of Europe in 1981, table 1.1.16. 

138 One often cited explanation for the declines in industrial 
employment has been that investment in new production technologies 
has largely sought to rationalize and streamline production processes, 
fuelling “jobless growth”, i.e. generating substantial increases in output 
with fewer workers. There have been a number of well publicized cases 
where electronic technologies, for example, have been associated with 
reductions of employment in particular industries or occupations (see, 
for example, Gunter Friedrichs, “Microelectronics — A New Dimen- 
sion of Technological Change and Automation”, Club of Rome 
Conference, West Berlin, 3-6 October 1979, and OECD, Technical 
Change and Economic Policy, Paris, 1980). However inter-industry 
studies have poner failed to establish any significant negative 
relationship between the growth of employment and that of productiv- 
ity (see Economic Commission for Europe, Structure and Change in 
European Industry, United Nations, 1977, p.87) and it has also been 
shown that the basic relationships between employment and output in 
Europe have generally remained stable after 1973 (see Economic Survey 
of Europe in 1981, pp. 52-54). 


In contrast to the indices of industrial employment, 
those for service employment present an image of greater 
similarity among the European countries, at least to the 
extent that in all countries they rise steeply and lie above 
the indices of total and industrial employment. One 
notable feature of the employment indices is their 
increasing divergence in the European countries, and 
their virtually parallel movement in Canada and the 
United States. Considering its potential importance for 
policy formulation, there is a considerable gap in the 
understanding of the relationship between industrial and 
service employment, due in no small part to the complex 
interaction of demand and supply side factors. One 
view, albeit simplistic, is that up to the 1960s it had been 
the growth and productivity increases in manufacturing 
which had created the economic growth that in turn con- 
tributed to the increased demand for service workers, 139 
partly through the effect of higher incomes on the 
demand for private and public services and partly 
through the related growth of specialized business 
зегу1сез.140 The widening divergence between growth in 
service employment and contractions in industrial 
employment is important to note because it suggests that 
this supposed structural link, that of industrial growth 
stimulating demand for services, may have weakened in 
Europe, while continuing in North America. However, 
against the present background of budgetary deficits and 
persistent inflation, efforts to restrain the growth of 
public expenditure and to diminish the size of the 
government sector may, in those countries where the 
public sector comprises a large share of service employ- 
ment, act as a brake on this growing disparity between 
service and goods-producing employment growth. 

The data are displayed in a somewhat different 
fashion in chart 1.6.4, by ratios of service to industrial 
employment, in order to permit a comparison of the 
changing “пих” of service and industry jobs that has 
developed over the last two decades. One interesting 
feature is the stability of the ratios in western Europe 
between 1960 and 1965. Apart from Finland and the 
United Kingdom, the relative gains or losses achieved by 
the two sectors were quite limited.'+! However, after 
1965 the ratios increase sharply and fan out, in contrast 
to the clustering of ratios between 1960 and 1965. This 
increasing divergence suggests a diversity of responses to 
the changing forces of supply and demand that have 
exerted an influence over the employed population in the 
20 year interval. The 1960s mark the onset of mass 
consumerism, first manifested as a boom in the 
consumption of goods, particularly consumer durables, 
which was then followed and to a degree displaced by 
increasing demand for services (mass tourism, etc.). 
Afterwards, events such as the oil price shocks, as well as 
changing import competition, could have induced 
dramatic shifts of demand between sectors over com- 


139 The view of manufacturing as the ‘engine of growth’ is partly 
based on the sector’s large share in the European economies of total 
value-added and employment, and on its high growth rate of 5.5 per 
cent a year in terms of value-added and 5.0 per cent a year in terms of 
productivity between 1960 and 1973: see Robert Boyer and Pascal 
Petit: “Employment and Productivity in the EEC”, Cambridge Journal 
of Economics, Vol. 5, 1981. On the remarkable stability of the 
relationship between GDP growth and growth of manufacturing 
ouput. before and after 1973, see Economic Survey of Europe in 1981, 


, 140 This last point is considered in more detail in section 1.6.(iii) 
elow. 

‘41 One study which analyzed changes in sectoral employment 
between the early 1950s and early 1960s and used a similar but inverse 
ratio of manufacturing employment to tertiary employment concluded 
that among the developed countries there was no clear tendency for 
employment in one sector to gain upon the other. See: Walter 
Galenson: “Economic Development and the Sectoral Expansion of 


noua International Labour Review, Vol. LXXXCII, No. 6, 


—— 
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CHART 1.6.3. 
INDEX NUMBERS OF TOTAL EMPLOYMENT, INDUSTRIAL EMPLOYMENT 
AND SERVICE EMPLOYMENT (1960—1964=100) 
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CHART 1.6.4. 
RATIO OF SERVICE TO INDUSTRIAL EMPLOYMENT, 1960 — 1980. 
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paratively short periods.'*? It is these intersectoral, as 
well as intrasectoral shifts in labour demand, beginning 
in the late 1960s, that have coincided with the onset of 
stagnating or declining levels of total employment. This 
suggests the possibility that stagnating or declining 
employment may partly result from the slow adjustment 
of labour to exogenous shifts in the sectoral demand for 
labour. 

In addition to long-term structural relationships 
between the industrial and service sectors, their relative 
cyclical variability is also important. In general, 
fluctuations in service employment have tended to be 
much less severe than those in industry, so that the 
impact of falls in the latter on total employment have 
been dampened by the service sector. There are a 
number of possible reasons for this “cushioning” role of 
services. One of the most important is that an increasing 
share of total service employment has been taken by the 


142 See David Lilien: “Sectoral Shifts and Cyclical Unemployment”, 
Journal of Political Economy, Vol. 90, No. 4, 1982 
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general government sector which has not only been 
relatively impervious to fluctuations in industrial output 
but in some cases has acted to offset them.'+3 Employ- 
ment in banking and other business services is also likely 
to be insensitive to fluctuations in industrial output (at 
least, over a given range of variation) while employment 
in certain relatively unskilled-labour intensive services, 
not subject to international competition, may actually 
increase during recessions. 44 

Unfortunately the lack of sufficient quarterly data 
precludes a careful analysis of cyclical variations in 
service and non-service employment and of whether the 
relative variation in the two sectors has been changing 


143 This may occur, for example, through expanded job-support and 
training schemes (although employment under these is not always 
included in general government), public-works programmes, or 
through an increase in clerical workers (often on a part-time or 
temporary basis) to deal with the increased demand for social security, 
etc. 

'*¢ These would tend to be relatively low-paid jobs in retailing, hotel 
kitchens, various personal services, and so on. 
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TABLE 1.6.6 


Fluctuations in sectoral employment during years of total employment contraction and expansion 
(Change over previous year) 
eee 


Employment contraction Employment expansion 
ЕЕ: сы agai ae art att к 
Industry Services Industry Services 
Change Percentage § Change Percentage Change Percentage Change Percentage 
Year (‘000) change (7000) change Year ('000) change ('000) change 
Е ан ам ee 
Аа и: 9 на 1963 —9 — 0:7 14 И 1973 31 2.3 40 2.8 
1966 -7 -05 16 1.2 1974 -2 -02 45 3.1 
1968 =)! —2.4 8 0.6 1977 18 1.4 32 2.0 
1975 —47 5 42 2.8 1980 0.6 7 0.4 
А мегаре (aM А 6 = 1.4 1.0 2.1 
Вар eee ee eee ee, 1967 —39 —2.5 31 Wy) 1962 19 1.2 44 2.6 
1972 =a) —2.0 35 1.7 1969 28 1.8 44 2.3 
вое вв 
1981, 1% 753 3026 1 0.1 ii 
INI SEN а —3.6 1.0 0.3 2.6 
RinkandGe Иа мы... due 1963 = =i) 14 1.9 1970 22 3.0 31 3.6 
1968 2h) 88 14 eth 1974 31 4.0 41 4.0 
1976 —50 — 6.3 —4 — 0.4 1979 19 Pel 20 1.8 
1977 —16 —2.1 1 0.1 1980 22 3.0 57 Sut 
1981 22 2.9 29 2.5 
О и ae —3.1 0.8 3.1 3.4 
Коза ats et 2.1 9.21968 =i? —0.9 189 2:1 1964 202 РА) 145 1.7 
1975 —273 Ss 153 1.4 1970 129 1.6 309 3.2 
1981 —218 2 107 0.9 1973 121 15 304 2.9 
1977 = —0.4 270 2.4 
Average? оечес--а —2.4 IES) 1.4 2.6 
Germany, Federal 
Republicol's— fr L967 —1 4) = 24 0.2 1961 302 25 157 1.5 
1974 — 290 23 —135 Е! 1969 433 3.6 83 0.7 
1975 —750 —6.2 —83 —0.7 1970 232 1.9 213 1.9 
1981 —228 —2.0 37 0.3 1979 121 1.1 272 22. 
АУЕТАВе: лек gt cies artis —4.1 =0.5} 28 1.6 
Netherlands? и сено. .. 61972 Sif) —4.1 51 2.0 64 41 2.4 55 2.6 
1975 = Shs) 40 ES, 1969 30 1.7 48 2.0 
1981 — 30 —3.0 — 36 S13 1971 —20 —1.1 51 2.1 
1979 0 0.0 56 2.0 
Averages 3 №. Shs 0 0.8 2:2. 
Sweden . 1967 — 30 —1.9 =i — 0.1 1970 —53 = 3.5 133 6.9 
pce 1981 —40 —2.9 34 1.3 1974 38 27 59 ah 
1975 16 1.1 87 3.9 
1980 0.2 53 21 
AMETAQE а ое бе = ane 0.6 0.1 3.9 
i cea сыт tay pete 1965 —23 = 16 19 1.6 1961 95 7.6 44 4.2 
Switzerland 1974 27 ео 15 10 1969 14 1.0 47 3.5 
1975 —140 —10.1 —24 —1.6 1980 26 2.2 30 1.9 
1976 —76 — 6.1 —20 =) 1981 0.8 31 1.9 
‘Average! Lei) Ces. —4.9 И 72) 29 
1 1 а 7 — 345 —3.0 12 0.1 1961 127 1.1 721 6.4 
Upites Kingdon А 63 0.5 1965 136 1.2 180 1.4 
1976 — 278 — 2.8 82 0.6 1973 169 1.6 408 3.1 
1980 — 395 —4.1 -—10 —0.1 1979 =) =0!2 181 1:2 
1981 —920 —99 — 376 —2.6 
PIVOT ARC леди —4.6 (rs 
ac 1966 131 203 
Canada’ ee ey et у 039 1973 153 264 


Average . 
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Sources: National statistics; OECD Labour Force Statistics, Paris, various issues; Secretariat estimates. 
* Includes Armed forces. 

> Man-years. 1 

‹ There was no year of employment contraction between 1960-1981. 
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over time. What has been done here is simply to take 
years in which total employment has increased or fallen 
and examine the relative movements in service and 
industrial employment in those years. The results of this 
exercise are shown in table 1.6.6, which presents absolute 
as well as percentage changes in industrial and service 
employment during periods of total employment contrac- 
tion and expansion. The data indicate that industrial 
workers are more susceptible to recession-induced 
layoffs and firings and less prone to expansion-induced 
hirings. During periods of employment contraction, the 
number of jobs lost in industry has consistently exceeded 
the jobs lost in services and quite often even the number 
of service jobs gained, while during employment expan- 
sion the creation of new service jobs has usually exceeded 
the number of new industrial jobs. In general, industry is 
more sensitive to periods of employment contraction 
than to expansion. In nine of the countries the average 
percentage decline in the goods-producing sector when 
employment contracted, exceeded the average percent- 
age increase when employment expanded. This 15 most 
probably due to the fact that the employment declines in 
industry are affected in many cases by a negative trend as 
well as a downward cyclical deviation from that trend. 
Only in Finland was the average percentage increase 
during expansion of the same magnitude as the average 
percentage decline during contraction. Service employ- 
ment, with an underlying positive trend, responds in 
precisely the opposite manner. In the ten countries, the 
average annual percentage increase in service-producing 
employment was always larger when employment grew 
than when it fell.!4° 

The degree to which the change in service sector 
employment has dampened or offset the decline of 
employment in the rest of the economy can be seen to 
vary widely, both between countries and within individ- 
ual countries over time (table 1.6.6). 

While in Austria, Belgium, France, and the United 
States the service sector has consistently cushioned the 
effects of employment declines, during some periods in 
Finland, the Federal Republic of Germany, the Nether- 
lands, Sweden, Switzerland and the United Kingdom, 
services have in fact contributed to the decline in total 
employment. While table 1.6.6 indicates that the service 
sector has modified the severity of employment declines, 
there is also evidence to suggest that its ‘cushioning’ role 
may be weakening. For example, from table 1.6.6 it is 
clear that in Belgium,'*° France and the Netherlands the 
rate of service employment growth during years of 
employment contraction has declined in recent years. 
There are other indications that the cyclical pattern of 
employment is modifying. This appears to be the case in 
Austria, Belgium, Sweden and the United Kingdom, 
where the more recent declines in the industrial work 


145 Tt will also be noted in table 1.6.6 that a year of contraction has 
always been immediately followed by either another year of employ- 
ment losses or employment stagnation and that the time lag between 
employment decline and employment recovery has been a minimum of 
two years. This of course reflects the fact that stagnating or declining 
employment has been a normal cyclical feature of the first year of 
cyclical recovery when increases in output per person employed are 
exceptionally large. Factors that may explain the delay in employment 
recovery are labour hoarding and employment support measures on the 
part of governments. 

116 An analysis of unemployment by sector for Belgium, one of the 
few countries to provide such a series comparable both over time and 
with data on employment, indicates that while unemployment rates for 
industrial workers have been approximately 2 1/2 times those of service 
workers, service workers are making up an increasing share of the total 
number of unemployed. Between 1976 and 1981, the only years for 
which data are available, the proportion of the unemployed that had 
been working in industry dropped from 60.5 per cent to 54.7 per cent, 
whereas the proportion of unemployed who had been working in 
services jumped from 31.5 to 37.3 per cent. 


force during employment contractions have been larger 


than the earlier ones. oy 
The role of services as a ‘shock absorber’ in the current 


recession has changed considerably since the previous 
recession of 1975, but the changes are by no means 
uniform across countries. In several countries the 
cushioning role of services appears to have been 
maintained. In Austria, Finland, the Federal Republic 
of Germany, Switzerland and the United States in 1975 
(1976 for Finland) losses in total employment due to 
declines in industrial employment exceeded gains in 
service employment. In 1981 four of these countries 
(excluding the Federal Republic of Germany) there were 
gains in total employment as a result of substantial gains 
in services, as well as small gains in industrial employ- 
ment in Finland and Switzerland. In the Federal 
Republic of Germany a significant decline in employ- 
ment (226,000 jobs) in 1981 would have been further 
aggravated were it not for a 37,000 increase in service 
employment. In 1975 10 per cent of the total job loss in 
the Federal Republic of Germany was a result of jobs lost 
in services. Elsewhere the service sector as ‘shock 
absorber’ has weakened. In Belgium the ability of 
services to cushion the overall employment contraction 
shrank: in 1975 the increase in service jobs amounted to 
25 per cent of the fall in non-service employment; in 1981 
the proportion had fallen to one per cent. In the 
Netherlands in 1975 more than half of the decline in 
employment was offset by gains in service employment, 
but in 1981 services contributed more than half of the 
total loss of 70,000 jobs. In Sweden a gain of total 
employment in 1975 was transformed to a net decline in 
1981, the addition of 34,000 new service sector workers 
not being large enough to compensate for the loss of 
40,000 industrial jobs. In the United Kingdom the 
cushion collapsed completely in 1981, with one-third of 
the 1.3 million jobs lost coming from the service sector. 
In 1975 the reason for the relatively small drop in 
employment of 75,000 in the United Kingdom was the 
addition of 369,000 jobs in services. 

The extent to which longer-run changes in the 
structure of service employment may have been a factor 
in this changing response to recession is considered in the 
following section. 


1.6(iii) Changes in the structure of employment in the 
service sector 


The previous section considered changes in the 
distribution of total employment between the two broad 
sectors of industry and services. The present section 
turns to changes in the structure of service employment 
but in order to do so it is necessary to switch to a different 
set of statistics. The previous section is based for the 
most part on labour force statistics which are based on 
periodic labour force surveys. However service employ- 
ment is broken down into more detail in the national 
accounts employment data and for this reason they are 
used in this section. This means that there is not 
complete agreement between the data of this and the 
previous section, but the degree of comparability is such 
that the underlying trends in service and non-service 
employment are virtually the same. 

In this section the service sector is disaggregated into 
the following: 

(a) wholesale and retail trade (excluding restaurants and 
hotels, which are included in other private services); (b) 
transport and communications; (c) financial institutions, 
insurance, real estate and business services; (d) other 
private services, consisting of personal services, recrea- 
tion, etc. (e) public service sector, which includes 


Selected 


developments in labour markets, 1960-1982 


es ны: 
TABLE 1.6.7 


Growth of employment in the public sector and its contribution to total service employment growth, 1960-1980 
(Percentages) 


и 


Average annual rate of 
growth of: Share Contribution 
eS in in total 
Share in total employment 
total service service growth in 
Employment employment employment services 
1960-19702 1970-1980 1960-1970" 1970-1980 1980 1960-1970" 1970-1980 
SOE “10 BOE Ee Us 69 
Austria . 2.4 3:2 1.3 et 34.8 64.7 49 
Belgium 2.7 2.1 0.9 0.1 32.4 45.2 at 
Denmark С 6.1 5:2 3.2 Asi) 46.2 72.0 85.9 
Finland . 2.1 2.4 —0.1 0.8 42.2 37.6 63.1 
France . К 0.4 ites} —1.4 —0.5 31.7 8.4 23.4 
Germany, Fed. Rep. of . 2.4 2.5 1.1 1.3 36.4 57.1 72.2 
попа. |. 2.2 4.3 1.1 1.8 38.4 60.5 61.0 
Italy . Z 17 2.6 0.0 0.4 34.7 33.9 41.1 
Netherlands . 1.0 1.8 — 1.6 0.2 26.1 10.1 29.9 
Norway. 3.2 3.7 1.0 1.4 43.8 52.6 66.1 
Sweden ‘ : 4.3 4.4 1.9 2.0 50.2 63.2 83.9 
Switzerland> . 3.5 Net 0.4 0.4 14.3 15.2 19.1 
United Kingdom 1.2 1.6 0.2 0.4 36.3 40.2 46.4 
Weighted average’ . 1.6 2.0 0.0 0.6 34.9 32.5 48.0 
United States? 2.6 0.7 — 0.1 —1.8 28.8 32.8 8.6 


Sources: See Appendix to this section. 


* Austria: 1964-1970; Belgium: 1960-69; Denmark: 1966-70; Ireland: 1961-70; Italy: 1963-70. 

2 Includes only Public Administration and Education; all other public sector services are included in “Other private services”. 

€ Weighted average of eight countries: Finland, France, Germany, Fed.Rep.of, Netherlands, Norway, Sweden, Switzerland, United Kingdom. 

4 Public sector includes Government enterprises which elsewhere are distributed by economic activity. Public services and total services exclude sanitary 


services. Public sector also excludes private non-profit services to households 


general government, services for households and the 
producers of private non-profit services to households. 
For the majority of the countries the existing data do not 
allow for a more detailed breakdown than these five 
branches. A more detailed breakdown is available for 
seven countries (eight to eleven branches) and the 
analysis based on this greater detail is given separately. 
Differences in branch definitions mean of course that 
cross-country comparisons must be made with caution: 
nevertheless the broad conclusions drawn here are not 
thought to be very sensitive to these problems of 
definition. 

Employment in services in western Europe (weighted 
average eacluding Austria, Belgium, Denmark, Ireland 
and Italy), on a national accounts basis, increased by 1.6 
per cent per annum between 1960 and 1970 and by 1.2 per 
cent per annum between 1970 and 1980. The deceleration 
after 1970 would have been greater if the growth of public 
sector employment had not accelerated during the 1970s. 

Public sector employment in western Europe increased 
between 1960 and 1980 by 1.8 per cent a year, with an 
acceleration during the 1970s. However, as table 1.6.7 
shows, the growth of public sector employment varied 
considerably among countries during both periods. The 
highest growth rates were in Denmark, Sweden and 
Norway, for the whole period, and lowest in France, 
Netherlands, Italy (1960s) and Switzerland (1970s). Its 
growth rate decelerated sharply during the 1970s only in 
Switzerland and, to a much lesser extent, in Belgium, 
Finland and Denmark. The growth in the public sector’s 
share during the 1970s decelerated in Belgium and, 
moderately, in Denmark and Austria; it declined only in 
France. During the 1960s, due to the faster growth of 
private services in France and the Netherlands, the share 
of the public sector in these two countries declined. 
Everywhere else the employment share of the public 
sector was already increasing in the 1960s and, as the last 
two columns of table 1.6.7 show, the public sector 
accounted for roughly one-third of the growth in total 
service employment during the 1960s. During the 1970s, 


which are included in “Other private services”. 


total service employment in western Europe grew by 2.0 
per cent (10 million) and nearly half of this growth was 
due to the public sector with its share in total service 
employment in 1980 amounting to some 35 per cent 
(compared with 33 per cent in 1960). In Denmark and 
Sweden the public sector accounted for around 85 per 
cent of the rise in service employment and in Finland, 
Ireland and Norway its share was more than 60 per cent. 

In the United States, the growth of public sector 
employment, as well as its share and its contribution to 
total service employment growth was quite different 
from the average west European experience. During the 
1970s the growth of the public sector decelerated sharply 
and its share declined by 1.8 per cent a year. In 1980 its 
share was 6 percentage points lower than the west 
European ауегаре.!47 

Between 1960 and 1980, for eight west European 
countries combined (that is, excluding Austria, Belgium, 
Denmark, Ireland and Italy), the private sector's share in 
total service employment fell by 2 percentage points, 
with almost all of the decline occurring during the 1970s. 

As table 1.6.8 demonstrates, the growth of employment 
in the private service sector decelerated during the 1970s 
for western Europe as a whole. It accelerated only in 
Austria, Belgium, Ireland and Italy and was stable in the 
United Kingdom. In certain countries, the deceleration 
was considerable: in Finland and Switzerland the rate of 
growth was one-third of that in the 1960s and in 
Denmark, the Netherlands and Sweden it was lower by 
one half. 

The private sector’s share of total employment in 
services during the 1970s declined in all countries except 
France, where it grew at a slower rate. Even where the 
private sector’s share was already falling during the 


147 General government data for the United States include govern- 
ment enterprises which are distributed by economic activity in western 
Europe and thus excluded from general government. Therefore, the 
share of the public sector in the United States would be even smaller if 
it were calculated on the same basis as the European figures. 


76 Western Europe and North America 


1960s, its decline was still sharper during the 1970s 
(except in Austria and Belgium). | 

The United States’ experience contrasts sharply with 
that of western Europe: the growth of employment in the 
private service sector during the 1960s was significantly 
higher than the west European average and it acceler- 
ated during the 1970s. 


Long-run changes in the structure of service employment 


In addition to its loss of share of total service 
employment, the composition of the west European 
private sector changed significantly between 1960 and 
1980. While trade and transport and communications 
lost around 5 and 4 percentage points respectively of 
their share in total private services over the 20-year 
period, the share of financial institutions, insurance, real 
estate and business services increased by 5 points and the 
share of ‘“‘other private services” rose by 4 points. The 
following paragraphs examine this change in the 
composition of private services in more detail. 

The structure of employment is defined simply as the 
percentage distribution of total employment among the 
given number of branches of the service sector, and 
“structural change” refers to changes in this distribu- 
tion. One way of discussing structural change is to focus 
on changes in branch shares between selected years, but 
this approach is affected by differences in the cyclical 
situation of single years and by random movements in 
share. An alternative method is to isolate the underlying 
rates of change by fitting time trends to the annual data 
for individual branch shares of total service employment 
between 1965 and 1981. Time trends were fitted 
separately for the 1971-1981 period in order to identify 
any change in trend during the 1970s. The results of this 
exercise are summarized in table 1.6.9, where the service 
sector in 13 countries is divided into five branches. A 
characteristic of the table is that the regression coeffi- 
cients sum to zero, since higher than average growth in 
some sectors must be offset by less than average growth 
in others. 148 

From table 1.6.9 it can be seen that the main changes in 
the structure of service employment have been declining 
shares of trade, transport, and communications and 
increasing shares of financial, business and public 
services. The share of trade, transport and communica- 
tions declined throughout the whole 1965-1981 period in 
all countries except the United States, where the share of 
trade increased in both periods, and in France, where the 
share of transport and communications increased during 
1971-1981. Table 1.6.10, which presents a similar 
exercise for a more detailed breakdown of total services 
but for fewer countries and for a more limited period, 
indicates that the employment share of communications 
was fairly stable and that it was transport which lost 
share. Table 1.6.10 shows also that it was only in the 
United States that the share of retail trade increased. In 
the other three countries for which the breakdown was 
feasible, the share of retail trade fell, and in Sweden and 
Finland the fall in the aggregate trade share was largely 
due to the sharp decline of employment in the retail trade 
sector. 

In contrast to trade and transport, the share of 
financial and business services increased in all 10 
countries throughout the 1965-1981 period. During the 
1970s, apart from Sweden, their share continued to 


148 For further discussion of this method and the problems involved, 


see Economic Commission for Europe, Economic Survey for Europe in 
1981, United Nations, New York, 1982, where the same method is 
applied for manufacturing output employment, and trade. The 
regression Coefficients express the change in branch shares in terms of 
percentage points a year. 


TABLE 1.6.8 


Growth of employment in the private service sector, 1960-1980 


i _цкьььь ьжннцнькькБь—Бкокок5к—к—к—к060к 
Average annual rate of growth of : 


Share in total 
Employment service employment 
1960-1970 1970-1980 1960-19707 1970-1980 

a re МЕ Se ЕЕ 
Austria. “eae = 0.6 1.6 —0.6 —0.5 
Belgium. 372: ES 1.9 —0.4 —0.1 
Denmark .... . 1.1 0.6 —1.6 —1.8 
Finland) и. 2.8 0.9 0.1 —0.6 
Francesa бе РУ) 2.1 0.8 0.3 
Germany, Fed. Rep. of 0.8 0.5 —0.5 — 0.7 
Ireland®: ль. 0.6 | —0.5 —1.0 
Italy 20800.) Cote 1.6 1.9 0.0 —0.2 
Netherlands ... . 3.3 5S 0.6 —0.1 
Norway: ® oe) 2 1.6 13 — 0.6 ГО 
Swedene-%. WORE. : 15 0.7 —1.0 —1.6 
Switzerland ... . 3.0 1.1 —0.1 0:1 
United Kingdom. . 1.0 1.0 —().1 —0.2 
Weighted average? . . 1.6 1.2 0.0 0.3 
United States. ... 2.9 3.4 0.1 0.8 


Sources: See Appendix. 

* Austria: 1964-1970; Belgium: 1960-1969; Denmark: 1966-1970; Ireland: 1961-1970; 
Italy: 1963-1970. 

> Weighted average of eight countries: Finland, France, Germany, Fed. Rep. of, 
Netherlands, Norway, Sweden, Switzerland, United Kingdom. 


increase although at a lower rate, except in the United 
States and Finland where it accelerated. This acceler- 
ation in the United States during the 1970s was mostly 
due to gains in business services, whereas in Switzerland 
all the gain was due to financial institutions and to a 
lesser extent, to insurance (table 1.6.10). Business services 
were responsible for more than two-thirds of the change 
within the broader group of financial services in Finland 
and the Netherlands, and for 47 per cent in Denmark. 
Changes in the employment share of ‘other private 
services’ was much less uniform among countries and 
over time. It increased sharply in France throughout the 
1965-81 period (accelerating during the 1970s) but fell 
sharply in Sweden, Denmark, Austria, Switzerland 
(1965-1981) and in Finland (1971-1981). Its share 
increased strongly in the United Kingdom (with an 
acceleration in the 1970s) and in the Netherlands. 
One of the most striking features of table 1.6.9 is the 
important role played by the public sector in the 
changing structure of service employment. In Sweden, 
50 per cent of the change in the structure of service 
employment during both time spans is attributable to the 
public sector.!*9 In Denmark and Norway it was more 
than two-fifths and in Austria, the Federal Republic of 
Germany and Finland (during the 1971-1981 period) the 
public sector contributed more than one-third of the total 
change. On the other hand, in Belgium, Italy, the 
Netherlands, Switzerland and the United Kingdom its 
role was less important. It was only in the United States, 
sharply, and in France, to a much lesser extent, that the 
public sector’s share fell throughout the period, with an 
acceleration during the 1970s. Within the public sector, 
table 1.6.10 shows that in all of the west European 
countries, general government’s share was the one on the 
increase, Compensating and surpassing to a large extent 
the diminishing employment share of other public 


149 The overall change in structure is given by the absolute sum of the 
regression coefficients. For further discussion and interpretation of 
this approach see the Secretariats’ previous studies Structure and 
Change in European Industry, United Nations, New York, 1977 and 
mee Survey of Europe in 1980, United Nations, New York, 1981, 
p.202. 
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TABLE 1.6.9 


Linear time trends in the branch shares of total service employment, 


1965-1981: regression coefficients on 


time? 
NL EN i Mek HT TS AR, SHE, 
Financial, Other 
Transport business, private Public 

Trade communication etc. services services 

= eee eee ee 
1965-19816 
Austria —0:215 — 0.180 0.194 — 0.236 0.436 
Belgium¢ ES ae ste 2 
Denmark — 0.695 — 0.234 0.204 — 0.316 1.041 
Finland — 0.409 —0.214 0.186 0.053 0.294 
Капс о. — 0.287 — 0.111 0.112 0.394 — 0.158 
Germany, Fed. Вер. ой — 01392 — 0.141 0.071 0.047* 0.415 
Italy° Ree ih ce Е ore 
Netherlands x a а hs Be 
Norway* — 0.254 — 0.426 0.130 0.020 0.638 
Sweden — 0.432 — 0.187 0.004 — 0.323 0.945 
Switzerland’ —0.155 — 0.090 0.261 — 0.107 0.092 
United Kingdom —0:323 — 0.187 0.157 0.189 0.164 
United States? 0.075 — 0.078 0.259 0.244 — 0.500 
1971-1981" 

Austria — 0.191 — 0.184 0.143 — 0.140 0.372 
Верите — 0.451 — 0.088 0.001* 0.454 0.083 
Denmark OMS — 0.163 0.190 — 0.256 0.966 
Finland —0.422 — 0.074 0.188 —0.144 0.452 
France? БОР Kee —0.229 0.082 0.059 0.436 — 0.184 
Germany, Fed. Rep. ок — 0.395 — 0.196 0.010 0.171 0.409 
Ltaly See аа —0.119 — 0.064 0.095 0.031 0.057 
Netherlands — 0.342 —0.114 0.144 0.226 0.086 
Norway? — 0.209 — 0.314 0.073 0.025* 0.500 
Sweden — 0.409 —0.141 — 0.055 — 0.247 0.851 
Switzerland’ : — 0.207 — 0.074 0.104 0.104 0.073 
United Kingdom —0.229 — 0.171 0.083 0.220 0.096 
United States? 0.083 — 0.074 0.305 0.232 — 0.546 


* Regression coefficients which are not significant at 5 per cent or above (on the basis of a two-tailed t-test) are marked with an asterisk. 


* Austria: 1965-1979; Denmark: 1966-1981. 


© Real estate and business services are included in “other private services”. 


4 Business services are included in “other private services”. 
* Trade includes restaurants and hotels. 

J As for footnote b in table 1.6.7. 

* As for footnote d in table 1.6.7. 

* Austria: 1971-1979; Belgium: 1971-1980. 


TABLE 1.6.10 


Linear time trends in the branch shares of total servite employment, 1971-1981: regression coefficients on time* 
до 


Germany, 


Switzerland* Finland Denmark Netherlands Fed. Rep. о! 


a Oo 


United 

States Sweden 
Wholesale 0.018 —0.017* 
Retail ; 0.065 — 0.392 
Transport .. — 0.066 — 0.116 
Communication 0.008* —0.025 
Financial, business, etc. 0.052 — 0.026 
Insurance 0.013 —0.015 
Real estate 0.017 — 0.028 
Business services 0.223 0.015 
Other private Е 0.232 —0.247 
General Government —0.355 0.998 
Other public —0.191 —0.147 


— 0.153 —0.099* 
о. ess } 0.737 } 0.342 0.395 
— 0.063 —0.071 —0.167 — 0.132 — 0.154 
—0.011 —0.003* 0.005 0.018 —0.042 
0.132 0.024 
ee 0.062 0.096 0.039 heim 
0.006 0.000 0.004 Gans 
—0.088 0.126 0.090 0.171 
0.104 — 0.144 ~0.256 0.226 
0.974 1.082 0.162 0.319 
0.073 ~0.523 —0.116 — 0.076 0.090 


“As for table 1.6.9. , 

© See table 1.6.9, footnote в. 
¢ See table 1.6.9, footnote f. 
“See table 1.6.9, footnote с. 


service producers,'*° except in the Federal Republic of 
Germany, where the share of the latter increased slightly. 

A summary measure of the degree of change !n the 
structure of employment in the service sector, implied by 


150 Other public services’ actually consists of household services and 
private non-profit services to households. 


the coefficients in table 1.6.9, is given in table 1.6.11. The 
highest rate of structural change during the 1965-1981 
period was in Denmark (12.5 points), Sweden (9.5 
points) and Norway (7.3 points). The rate of change has 
been particularly slow in Switzerland (3.5 points), 
whereas for the remaining countries it is around 5 to 6 
points. In general the overall pace of change in the 


я re eae 


structure of service employment slowed down during the 
1970s, the exceptions being Finland, the Federal 
Republic of Germany and the United States: in France 
the degree of change remained virtually unchanged. 

Even though there has been some deceleration in the 
1970s in the pace of change, the structure of employment 
in the west European service sector has been persistently 
and steadily moving away from the branch patterns 
which prevailed at the beginning of the 1960s. In 
addition to its loss of share in total service employment, 
the composition of the west European private service 
sector changed significantly during the period 1960— 
1980, as table 1.6.12 shows for the weighted average of 
the seven west European countries. While the share of 
trade and transport and communications in total services 
declined by 6 and 3 percentage points respectively over 
the 20-year period, the share of financial institutions, 
insurance, real estate and business services increased 
from 6 per cent in 1960 to 8.5 per cent in 1980. The share 
of other services also increased by 4 points: however, a 
part of this sector’s gain in share is due to the inclusion of 
business services in France and the Federal Republic of 
Germany and health services of Switzerland in this 
sector due to data constraints. Table 1.6.12 therefore 
probably understates the relative gain of financial and 
business services. 


Cyclical aspects of employment in services 


As was shown in the previous section, cyclical 
variations in service employment have generally tended 
to be much less than in industry and for this reason 
services have often been regarded as providing a 
‘cushion’ to falls in industrial employment, either in the 
sense of dampening the impact of fluctuations in the 
latter on total employment or of actually offsetting part 
of the loss of industrial jobs. The previous section drew 
attention to a number of changes in the ‘shock- 
absorbing’ role of services in the aggregate; table 1.6.13 
enables the role of different service sectors to be isolated. 
(Because of the different statistical sources used here the 
data for industry and total services are also given in the 
table - these differ from the aggregates given in the 


TABLE 1.6.11 


The rate of structural change: 1965-1981 and 1971--1981¢ 
(10-year rate of change in percentage points) 


1965-1981 1971-1981 
Е ЕЕ НИЕ НИНЕ ЕН 
Аа <9 chs За оо Аа 6.3 5.2 
о treme ree al eee i 5.4 
Denmark . aS - 12.5 11.6 
Finland 5.3 6.4 
France Sel ae RCE es eke bs 5.1 5.0 
Germany, Federal Republic ог... 5:3 5.9 
Italy К Ач и. 1.8 
Netherlands™. ¢.. оо а". № Se 4.6 
Поганое 7.3 5.6 
Суета Я 9.5 8.5 
Switzerland? sere. > с 25) 2.8 
United) ЗИ в а объ в Бе 5.1 4.0 
United#Statés: оо ть 5.8 6.2 


Source: Table 1.6.9. 

*The rate of structural change is defined as half the absolute sum of the regression 
coefficients (in table 1.6.9) multiplied by 10. 

ь Austria: 1965-1979; Denmark: 1966-1981. 

‹ Austria: 1971-1979; Belgium: 1971-1980. 


TABLE 1.6.12 
Branch shares of total service employment in western Europe, 1960 and 
1980" 

( Percentages) 
1960 1980 
Private services 66.9 64.7 
Trade > ee Ge ae 28.4 22.7 
Transport and communication . 14.1 11.0 
Financial, business, ес. . . . . . 6.0 8.5 
Other private services? 18.5 22.5 
Public services . 33.1 35.3 


* Weighted average of seven countries: Finland, France, Federal Republic of Germany, 
Norway, Sweden, Switzerland, United Kingdom. 

» Includes business services and real estate for the Federal Republic of Germany, business 
services for France, and public services other than public administration and education in 
Switzerland. 


TABLE 1.6.13 


Change in sectoral employment during years of contraction in industrial employment 


A: Annual change in thousands 


B: Percentage change from previous year 


Total Private Financial, Public 
Total economy Industry services services business, etc. services 
A B A B A B A B A B A B 

р бе Е ео НИИ 
Austria 

1967 — 54.3 Sell У = 15.1 Ie 27 0.3 ЗЯ 2.5 12.4 3.3 

1968 90 = 153 =H = 5) 11.3 0.9 2.8 0.3 3.6 2.8 8.5 2.2 

19:5 6 — 14.2 — 0.4 — 45 3.2 42.1 2.8 19.8 2.0 5.7 3.3 22.3 4.5 

о и бо 2.6 0.1 = 25 2.0 33.5 2.0 17.6 1.6 15.9 2.7 
Belgium 

1967 = i1k0 — 0.5 А = 28.0 13.0 1.0 3.0 3.6 15.0 2.5 

1972 —4.0 — 0.1 И =p) 38.0 1.9 24.0 НЕЙ 2.0 2.0 14.0 2:2 

1975 = SPA) —1.4 — 65.0) —4.3 17.0 0.8 15.0 1.0 1.0 1.0 2.0 0.3 

1.97. в о —25.0 —0.7 И 29 27.0 1:2 11.0 0.7 0.0 0.0 16.0 2.3 

ТО т: аб 2.0 0.1 —46.0 —3.4 52.0 es 26.0 Дот 2.0 1.8 26.0 3.6 
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previous section, for the reasons already given.) The 
years shown in table 1.6.13 are the major years of 
recession in industrial (not total) employment. | | 
If a comparison is made of the growth rates of service 
employment during the downturns following the two oil 
shocks, it can be seen that except for the Federal 
Republic of Germany, Italy, Norway and the United 
States, service employment has grown more slowly 


during the current downturn. (For Finland and Switzer- 
land there was no absolute fall in industrial employment 
during 1980-1981.) In the United Kingdom service 
employment declined in 1981 whereas in 1975 it had 
risen strongly. Within services it can be seen that the 
public sector, which had been the main subsector of 
services maintaining a high rate of growth during years 
of contraction (and in some countries during certain 
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years when total service employment fell, such as in 
Finland 1977; the Federal Republic of Germany 1975; 
Switzerland 1975, 1976), lost its momentum after 1979 
(with the exception of Norway). In the United Kingdom 
public sector employment actually fell by 47,000 (cumu- 
lative) or by around -0.5 per cent per annum during 1980- 
1981. However, notwithstanding its lower growth due to 
policies restraining the growth of government spending, 
public sector employment still grew faster than the 
private service employment in all countries except 
Belgium, France, Italy and the United States. In 
Denmark, where private sector employment contracted 
sharply, and in the Netherlands, where the private sector 
did not grow at all, the growth in total service 
employment was entirely due to the increase of public 
sector employment despite its lower growth rate in both 
countries. 

Employment growth in private services, which is 
likely to be more sensitive than the public sector to 
changes in industrial activity, has generally decelerated 
in the current recession compared with that of 1974-75: 
exceptions are the Federal Republic of Germany, Italy, 
Norway and the United States. In 1981 it declined 
slightly in Sweden (0.1 per cent) and sharply in Denmark 
(2.6 per cent) and the United Kingdom (3.9 per cent). 
Within the private sector, employment in financial, 
insurance, real estate and business services, which has 
been fairly resilient to industrial downturns in the past 
has also grown more slowly in the current recession in all 
countries except the United States, where it grew sharply 
(by around 4.5 per cent during 1980-1981) in contrast to 
its zero growth rate in 1975, and to a much lesser extent 
in Belgium (1.8 per cent). In Sweden and the United 
Kingdom employment in these services declined slightly. 

Except in Austria, Italy, the Federal Republic of 
Germany and the United States, the cushioning role of 
the service sector, measured as the rate at which new jobs 
in the service sector offsets the number of jobs lost in the 
rest of the economy, weakened everywhere during 1981. 
In Austria, while service sector employment in 1981 grew 
less than during 1975, owing to a much weaker 
employment contraction in the rest of the economy 
during 1981, new service jobs in 1981 not only offset the 
jobs lost in the rest of the economy but also provided a 
slight increase in total employment, as in Italy, Norway 
and the United States. However, in these three countries 
the reason was not a smaller contraction of non-service 
employment but a stronger expansion of service employ- 
ment т 1981 compared with the downturn following the 
first oil shock. 


Summary and conclusions 


This section has briefly surveyed some of the main 
changes in the pattern of employment within the service 
sector between 1960 and 1981. Although the service 
sector as a whole has grown faster than industry, this 
conceals divergent movements within the sector. Em- 
ployment in retail and wholesale trade, and in transport 
and communications has been declining in relative 
importance throughout the period in all the countries of 
western Europe for which the relevant data were 
available. The share of personal and recreational 
services in total employment has also fallen in some 
countries. The main gains have been in the government 
sector and in financial and business services. 

The resilience of employment in the service sector 
appears to have weakened in the present recession. One 
important reason for this is the slowing down in the 
growth of the public sector, especially since 1979, in the 
face of restrictive fiscal policies and widespread attempts 
to check the longer-run rate of growth of government 
expenditure. Other reasons are also suggested by the 
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changes in the structure of private services. Technical 
change has probably slowed down the growth of 
employment in the trade, transport and communications 
sectors, while the rapid growth of financial and business 
services has meant an increasing weight in total service 
employment of activities which are complementary to 
industrial activity and, therefore, which tend to make the 
service sector more sensitive to cyclical changes in total 
output. Another reason may simply be the severity of the 
present recession. Many services, particularly financial 
and business, have an “overhead” or fixed-cost character 
similar to that of head offices, legal, accounting and 
other departments of industrial firms, and this makes 
them relatively insensitive to fluctuations in industrial 
output - at least, to fluctuations within the range 
experienced up to the early 1970s. In the last three years 
service occupations in the industrial sector, from typists 
to managers, have been touched by unemployment as 
enterprises have adjusted both to the large fall in output 
and reduced expectations of future growth. It is unlikely 
that complementary services in the service sector itself 
would be immune to such influences. However these 
developments are fairly recent and the analysis provided 
here must be regarded as tentative. Nevertheless it 
would appear that the so-called ‘post-industrial’ society 
may be rather more sensitive to developments in the 
industrial sector than was previously thought. 
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CHAPTER Two 


RECENT ECONOMIC DEVELOPMENTS IN SOUTHERN EUROPE 


2.0 INTRODUCTION AND SUMMARY 


As in previous issues of this Survey, economic 
developments in south European countries are treated 
apart from those in the more industrialized countries of 
western Europe. There are a number of reasons for this 
separate treatment. 

First there are obvious and large differences in the 
general levels of development and of per capita income 
between the countries of southern Europe and those in 
the rest of Europe. Although the gap was closing 
throughout the period from the mid-1950s to the early 
1970s, and allowing for the fact that comparisons of GDP 
at current exchange rates tend to overstate the gap, it 
nevertheless remains significant. A recent ECE study of 
real income differences,!>! based on physical indicators, 
puts the 1973 per capita income level of Spain roughly 
one-third below the (unweighted) average level of a 
group of more advanced west European countries. For 
Portugal the gap was about half, with Greece standing 
somewhere between the Iberian countries. In Yugosla- 
via per capita income was about 44 per cent of the 
western average and in Turkey about 22 per cent. 

These differences in per capita income levels reflect 
important differences in relative factor endowments and 
in economic structure which tend to set them apart in a 
number of respects from the more industrialized 
countries. 

A major (although declining) structural difference is 
the much larger share of the agricultural sector both in 
terms of employment and of output in south European 
countries. A concomitant feature is the lower, but 
growing, share of the manufacturing sector “ргорег”, i.e. 
manufacturing excluding handicrafts. The structure of 
the service sector is also very different from the more 
industrialized countries. During the 1960s and early 
1970s these basic structural features were important 
insofar as they provided large gains in income per head 
to be derived from a redistribution of production and 
employment from less to more productive sectors, from 
agriculture towards industry — a source of growth which 
had been virtually exhausted in western Europe during 
that period. 

Another important family resemblance among these 
countries is their relative labour abundance and capital 
scarcity!5? which were among the factors which motivat- 
ed the strong migratory outflow to the advanced west 
European countries. The resulting flows of emigrants’ 


151 Economic Commission for Europe, ‘Comparative GDP levels’, 
Economic Bulletin for Europe, Vol. 31, No. 2, New York, 1980. 

152 On differences in relative factor endowments between southern 
and western Europe see Economic Commission for Europe, “Changing 
Comparative Advantages in Manufactured Exports from Southern 
Europe, 1965-1978”, Economic Bulletin for Europe, Pergamon Press for 
the United Nations, Vol. 33, No. 4, (December 1981). 
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remittances, during the late 1960s and early 1970s, led to 
a surplus of net factor income for these countries. This, 
together with growing receipts from tourism, allowed 
them to keep their current accounts in balance while 
maintaining large trade deficits.1°+ 

The structural disequilibria in the trade balance of 
these countries, combined with a very high import 
dependence on fuel, made the south European countries 
particularly vulnerable to the recessions following the 
two oil price shocks. Thus, while the current account 
deficit of the advanced western countries in 1978 
required only a 5 per cent growth of their combined 
commodity exports to elimiate it, the south European 
countries would have needed to nearly double their 
commodity exports to close a current account deficit 
which was equivalent to more than 40 per cent of their 
exports of goods during 1974-1976. 

Long and short-term capital borrowing from abroad 
has increased considerably since 1974 in all these 
countries and rising interest charges and repayment of 
principal is adding further strain to their foreign 
payments situation. The fact that most of their foreign 
debt is denominated in US dollars, against which their 
currencies have depreciated sharply during the last five 
years, implies a rapidly growing and unexpected increase 
in the financial costs of domestic borrowers. 

Other sources of vulnerability which these countries 
share include the supply rigidity of the agricultural sector 
(which has had in many cases adverse effects on inflation 
rates and trade balances), a somewhat archaic and rigid 
system of taxation (which has made it difficult to finance 
rapidly growing public expenditure by non-inflationary 
means), and the still very rapid shift of population 
towards urban areas which has absorbed a large amount 
of resources for housing construction and diverted a large 
proportion of domestic saving away from productive 
investment. 

Of course, the influence of these factors varies among 
the south European countries and within each country 
over time. However, it is still true that: “In practically 
every field of economic policy the south European 
countries face specific difficulties compounded in many 
cases by social constraints, and structural rigidities and 
imbalances have made the problem of adjustment to a 
new world economic climate particularly painful.”!5+ 

Finally, a practical but fundamental reason for 
treating southern Europe separately from the rest of 
western Europe is the inadequacy of the flow of 
statistical information. This tends to be not only less 
abundant than in the more industrialized western 


153 See Economic Survey of Europe in 1978, Part I, Chapter 2. 
154% Economic Survey of Europe т 1980, р.5. 
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countries and, in some cases, less reliable, but also, and 
more fundamentally from the point of view of conjunc- 
tural analysis, the time lags in the collection and 
availability of data are much longer. These deficiencies 
in the supply of up-to-date and reliable data constitute a 
significant constraint on macroeconomic policy-making 
in much of southern Europe. The identification of recent 
trends is uncertain and frequently relies on qualitative 
assessments and informed guesses based on sometimes 
flimsy and indirect indicators. 

With the exception of Turkey, where output growth has 


remained relatively satisfactory, 1982 was another’ 


difficult year of adjustment for the economies of southern 
Europe. In Greece the recovery of output was very 
modest, total output only regaining its 1980 level. In 
Portugal growth in GDP is estimated to have been one 
and a half percentage points above the 1981 rate. This 
slight acceleration originated in a 3 to 4 per cent increase 
in domestic demand aggregates, while the negative 
impact of the real foreign balance was reduced to less 
than half of that in 1981. In Spain the recovery in output 
was also very modest and in Yugoslavia output virtually 
stagnated following two years of decelerating growth. In 
all countries the agricultural sector sustained overall 
output in 1982, expanding positively and above the 
average for GDP. Thus, the usual two-year agricultural 
cycle has played a cyclically dampening role. 

1982 was also a bad year for those sectors of demand 
which are particularly strategic in these countries, 
namely, fixed productive investment and exports of goods 
and services. Fixed investment declined in Greece, 
Spain and Yugoslavia and decelerated in Portugal and 
Turkey. Except for Turkey, export performance was 
poor in all South European countries. The combined 
current account deficit of these countries declined in 
current US dollars from $13.1 billion in 1981 to $10.5 
billion in 1982, but the decline was due mostly to a 
favourable movement in the terms of trade (falls in oil 
and commodity prices) and a general de-stocking of oil 
due to expectations of falling oil prices.'55 Rates of 
inflation declined from the very high rates of 1981 in both 
Turkey and Yugoslavia but the difference in respect of 
the average for the more industrialized western countries 
still remains very large for both countries (about 20 and 
25 points respectively). In Greece and Portugal the rate 
of inflation increased to some 15 points above the west 


155 Developments in trade and payments for southern Europe are 
dealt with in Chapter Four below. 


European average. Finally, inflation remained un- 
changed in Spain but as the average rate in the advanced 
countries diminished considerably in 1982, there was a 
substantial divergence between the two rates. — 

At the onset of 1983 economic prospects in these 
countries are far from bright. This is reflected in the 
available official estimates of output and domestic 
demand growth which, except for Turkey, remain very 
modest. Total domestic demand is expected to decline 
by 10 per cent in Yugoslavia and by some 2 per cent in 
Portugal, while in Greece and Spain its growth is 
expected to remain around 1 рег cent. Only in Turkey is 
there a forecast of a substantial recovery in domestic 
demand, from 0.9 per cent in 1982 to 4.7 per cent in 
1983. Total output is expected to increase more than in 
1982 in all countries, except Portugal, where virtual 
stagnation is expected. However, excluding Turkey, 
where the growth rate might accelerate to 4.7 per cent, 
the expected increases remain very moderate at around 2 
per cent (Spain and Yugoslavia) or less (Greece). Three 
countries, Portugal, Turkey and Yugoslavia, aim at.a 
substantial improvement in their foreign balance for 
goods and services but in two of them, Portugal and 
Yugoslavia, most of the improvement will be the effect of 
policies reducing domestic demand. In Spain the 
expected modest recovery of domestic demand (growth 
of 0.4 to 0.8 per cent) is expected to coincide with a 
further improvement in the trade balance on goods and 
services, while in Greece no significant change in the 
trade balance is expected. Even if the improvement of 
the balance of trade in goods and services in Portugal, 
Spain and Yugoslavia is achieved the unemployment 
levels might not change in view of the expected low rates 
of growth of total domestic demand. Together with 
unemployment, inflation and the current balance still 
remain important constraints on policy in most of these 
countries. It seems likely that their combined current 
account deficit in 1983 will improve further, but the 
devaluations which are expected to bring this about will 
inevitably lead to some further rise in prices and make it 
particularly difficult for several of them to reduce their 
inflation rates relative to those of the more advanced 
industrial countries. In these circumstances, 1983 will be 
another difficult year of adjustment when the stance of 
economic policy will remain restrictive. In this context 
longer term policies of structural reform will remain both 
more difficult and more necessary than ever and their 
implementation in such an adverse environment is the 
greatest challenge facing economic policy-makers in 
these countries. 


2.1 SOUTHERN EUROPE (EXCLUDING YUGOSLAVIA) 


2.1(i) Output and demand 


There are few common features in the evolution of 
output and demand in the south European countries 
during 1982. The most common feature on the output 
side is the sustaining role played by the agricultural sector 
which expanded considerably more than GDP in all 
countries. Its contribution to the expansion of output 
was greater in those countries, Turkey, Greece and 
Portugal, where it still accounts for a sizeable share of 
GDP, while in Spain it was more limited both on account 
of the smaller weight of this sector and because its 
expansion has been more modest than in the other 
countries. 

Industrial output growth, and particularly manufactur- 
ing, was unfavourable in 1982, falling in Greece and 
Spain, and decelerating in Turkey. In Portugal the 
acceleration seems to be mostly associated with the entry 
into operation of several sizeable public investment 
projects. Together with agriculture, and for similar 
reasons, output of public utilities was rather more 
favourable in 1982 as the drought, which had affected 
production of hydro-power in 1981, gave way to a more 
normal pattern of rainfall. 

Except in Spain, where it was the main source of total 
output growth, the service sector seems to have lost its 
dynamism in other south European countries, where it 
decelerated not growing more than GDP. 

The evolution of the main sectors of demand presents 
fewer similarities than the changes in output except for a 
deceleration (Turkey and Spain) or decline (Greece) in 
the exports of goods and services (Greece) and the often 
undesired expansion of public consumption which contin- 


ued to be one of the most expansive sectors of final 
demand in most south European countries, the exception 
being Turkey. 

Private consumption maintained virtually the same rate 
of expansion as in the previous year in Turkey (3 per 
cent); it decelerated in Portugal by 1 percentage point to 
2.5 per cent and recovered slightly to a modest | per cent 
in Greece and to 0.6 per cent in Spain. Fixed capital 
formation declined for the third consecutive year in 
Greece and also decreased in Spain; it decelerated in 
both Portugal and Turkey. Imports of goods and services 
decreased in real terms in Spain and Turkey, reflecting in 
both cases the low rate of expansion of total domestic 
demand. In Portugal import growth maintained the 
pace of 1981 (6 per cent) while in Greece imports grew 
slightly after a two-year period of decline. 

After declining by 0.2 per cent in 1981, GDP in Greece 
probably increased by perhaps 0.5 to 1 per cent in 1982. 
Data on output by broad sectors remain scanty and 
mostly refer to the first half of the year when industrial 
activity seemed to be still running above that for the 
same period of 1981. The level of industrial activity, 
however, seems to have taken a turn for the worse in May 
1982; thus, for the year as a whole industrial output may 
have remained at the same level or perhaps marginally 
below that for 1981. Following the usual two-year cycle, 
agricultural output recovered in 1982 but (except for a 
good olive crop) the upturn seems to have been modest 
and, in any case, much less sharp than that in 1978 and 
1980 (when in both years the increase exceeded 10 per 
cent). After two years of rapid decline construction 
output probably continued to fall but probably at a much 
lower rate than in 1981 (when it fell by 10 per cent). 


TABLE 2.1.1 


Annual changes in output in selected south European countries 
(Annual percentage changes, at constant prices) 


1970-1973 1974-1979 1980 1981 1982 1970-1973 1974-1979 1980 1981 1982 
Greece Spain 
Gross domestic product at 
factor cost Rs, Bee 8.4 37 1.8 —0.2 0.7 6.8 27 1.5 — 0.2 1.1 
of which: 
Agriculture... 4.5 1.0 12 —2.5 + 3.4 1.6 8.9 —11.0 1.3 
Industry во по teen 13.1 4.7 0.7 —1.1 - 9.9 2.6 0.4 0.0 — 0.3 
Construction . . . 73 0.5 — 13.0 —10.5 - 4.1 —2.3 —2.0 —2.0 1.0 
Services .... 8.0 4.8 2.2 De? + 6.0 3.8 1.2 1.3 1.8 
Portugal Turkey 
Gross domestic product at 

factor cost = Ч 9.2 2.9 5:5 1.7 3.3 6.3а 5.64 —1.0 4.2 3.8 
ей: ‘ 

и оч 1.7 —1.0 3.0 — 6.0 6.0 1.4 She) 17 0.3 4.7 
Чиа ил аи 10.5 3.0 5:3 1.0 3.8 8.1 53 —5.9 i}! 3.3 
Construction . . . 10.5 0.8 9.0 4.0 2.0 4.6 6.1 0.8 0.4 0.4 
Services .. . . 10.5 4.5 6.0 4.0 2.5 8.8 5.8 —0.2 4.8 8 


д иДрЬрЬиииииииииоо_дЮ 


Z р Accounts, Paris; and pe 
Ro eng ee Monthly Statistical Bulletin. For 1982 the signs represent Secretariat judgements of the probably direction of change. (For details see text.) 
Portugal — Banco de Portugal Relatério do conselho de administragao, annual issue. For 1980 to 1982 Central РА: oh 

i i f isti ili i i . For 1982, El Pais ebruary i 
Spain — Instituto nacional de estadistica, Contabilidad nacional de Езрайа base 1970, annual issues т | i 1983 в ; : : К 
Turkey -T.C. Maliye Bakanligi, Aylik Ekonomik Géstergeler (Ministry of Finance, Monthly Economic Indicators), Devlet Planlama Teskilati, 1983 Yili Programi, (Resmi Gazete, 29 December 
1982). 

« At producer values, excluding import taxes and imputed bank service charges. 
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TABLE 2.1.2 


Annual changes in demand in selected south European countries 
(Annual percentage changes and percentage share in gross domestic product) 


1970- 1974- 
1973 1979 1980 
Greece 

Annual percentage changes 

(at constant prices) 
GDP at market prices. . ... . 7.8 3.8 1.6 
Domestic demand 

(GDP + Imports — Exports) . 8.2 3.0 —1.0 

Private consumption. . . . . тЫ 4.1 0.5 

Public consumption . ... . 5.8 1s) — 0.8 

Fixed capital formation. . . . 8.9 0.5 —555// 
Exports of goods and services . . . 17.6 7.8 6.6 
Imports of goods and services . . . 15.4 3.1 — 6.6 
Percentage shareinGDP/MP__. 
Changes in stocks 

(at constant prices) . ... . 4.0 4.4 4.0 
Exports /ess imports 

atccurrent) prices со о о 9 о = — 9.2 — 6.8 

aticonstant pricesie №. 1: Ве: 8.7 — 6.4 Sol 

Portugal 

Annual percentage changes 

(at constant prices) 
GDP at market prices. . ... . 8.7 2.8 55 
Domestic demand 

(GDP + Imports — Exports) . 9.5 2.2 6.2 

Private consumption. . .. . 7.9 De) 5.0 

Public consumption . ... . 7.5 9.0 5:2 

Fixed capital formation. . . . 11.1 — 0.5 9.0 
Exports of goods and services . . . Vet! 2.8 a3 
Imports of goods and services . . . 10.1 0.2 11.1 
Percentage share in GDP/MP 
Change in stocks 

(at constant prices) . ... . 4.8 1.7 2.8 
Exports /ess imports 

aticurrent prices=)5) 4) = 0:6) 13.1 БЫ 

at constant prices . . . . . . -7.4 —97 —5.9 


1970- 1974- 
1981 1982 1973 1979 1980 1981 1982 
брат 
—0.7 0.5 6.3 2.5 15 0.3 1.1 
0.2 0.7 6.3 1.9 1.7 115 0.6 
0.5 1.0 6.5 тЫ 0.9 — 0.9 0.6 
6.5 5 55 5:5 4.4 2.0 3:5 
— 10.1 0 7.6 —1.0 0.3 1.0 09 
2.0 = 55 14.3 9.0 1.6 7.8 2.4 
—1.0 1.0 12.0 3.8 2a —3.8 —03 
3.0 0.5 1.4 5 1.6 0.2 0.3 
—8.0 af —4.6 —5.4 5 52 
—4.0 НВ —5.0 —4.6 =2.] —0.8 
Turkey 
пы 33 6.2 5.4 07 4.4 4.42 
4.0 4.3 6.6 oy! 0.4 2.0 0.9 
3.5 755) 5.8 4.1 = 0:5 2.9 331 
6.2 3.5 6.4 8.4 9.2 14.7 2.7 
4.6 2.6 8.6 4.9 = 9.2 3.9 3.0 
—2.0 3.5 15.5 1.6 5 + + 
585) 6.0 17.6 = 22.5 + = 
2.9 12 0.9 2.6 4.6 2.0 = 
— 19.4 #3 = 3 — 6.4 —7.8 
— 10.5 ть 75; —3.4 —2.4 


Sources: OECD, National Accounts, Paris, and OECD, Economic Outlook, December 1982. 


Greece - Bank of Greece, Monthly Statistical Bulletin. 


Portugal - Banco de Portugal, Relaté rio do conselho de administragao, annual issues, and Central Planning Department estimates for 1982. 
Spain — Contabilidad nacional de Езрайа base 1970, annual issues. Banco de Езрайа, Boletin Economico and Е! Pais, 22 February 1983. 
Turkey - Т.С. Mailye Bakanligi, Yillik Ekonomik Rapor 1982 and Aylik Ekonomik Géstergeler; OECD, Economic Surveys, Turkey, April 1982. Signs represent Secretariat judgement of the 


direction of change. 
* Gross national product. 
> Share in gross national product. 


Cement sales increased during the first half of the year 
but trade data show that the increase was mostly for 
export to the Middle East; moreover, the number of 
building permits, after rising in the first five months of 
the year, started to fall below the 1981 level in June and 
July. Apart from the government services, other service 
sectors remained sluggish in 1982, particularly interna- 
tional transport and tourism (the number of tourists 
arriving in the first nine months of the year was no higher 
than in the same period of 1981). Thus, the service sector 
as a whole might have increased roughly in line with the 
growth of GDP. 

GDP increased in Portugal by about 3 per cent. As in 
most south European countries agricultural output, 
which had declined by 6 per cent in 1981, increased by 
about 6 per cent last year (mostly as a result of better 
cereals, wine and olive harvests). The energy sector 
which, like agriculture, had been badly affected by 
drought in 1980 and 1981, also recovered in 1982. 
Output from these two sectors increased far more than 
the average while construction and services rose consid- 
erably less. For the year as a whole manufacturing 
output increased more than in 1981 (3.3 per cent 
compared with 2.0 per cent) but most of the increase 


seems to have taken place during the first half of the year 
(following a modest recovery after the third quarter of 
1981) and originated in the capital and intermediate 
goods sectors (basic metals and chemicals); in branches 
more closely linked to consumer demand and exports 
output decelerated. Capacity utilization levels in manu- 
facturing have remained virtually unchanged and the 
stock of orders in manufacturing decreased during the 
first half of the year due to a downward trend in foreign 
orders which emerged in the second quarter of 1979. 
Output growth in the construction sector decelerated to а 
modest 2 per cent,!5® probably due to the credit 
restrictions, and services also slowed down to 2.5 per cent 
following a poor year for tourism and a deceleration in 
the growth of public utilities. 

In Spain preliminary official estimates of the main 
national accounts’ aggregates by the INE (National 
Institute of Statistics) were published in February. 
Agricultural output increased by 1.3 per cent but this is 


156 The weighted production indices for structural steel and cement 
suggest that, as for manufacturing, the deceleration was more marked 
in the second half of 1982. 
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not particularly satisfactory considering that output 
declined in 1981 by 11 per cent. Industrial output 
declined slightly. The stock of orders had improved 
rapidly (although remaining at levels considered below 
normal) between the second quarters of 1981 and 1982, 
but later fell very rapidly until October, when a mild 
recovery took place. The level of stocks followed an 
opposite movement except that they continued to decline 
until the end of the second quarter of 1982, after which 
they increased considerably. The index of industrial 
production in the first seven months of 1982 was about 
1.5 per cent below the level in the corresponding period 
of 1981 and the fall probably continued during the 
second half of the уеаг,!57 mostly due to a precipitous 
decline in the production of investment goods, for which 
foreign orders had declined sharply. The only indicator 
which runs somewhat contrary to the others is electric 
energy production which increased during the period 
January-November by 1.7 per cent. Consumer goods 
branches seem to have been rather resilient, particularly 
during the second half of the year, as money wages 
increased following the application of the price safe- 
guard clause of the ANE (National Employment 
Agreement). Cement sales and other indicators confirm 
that after a five-year period of contraction some recovery 
has taken place in construction activity (of 1 per cent). 
Thus, the most significant contribution to the modest 
output growth of 1982 in Spain derives from the service 
sectors which have expanded their output by 1.8 per cent, 
stimulated by a good season for tourism!5*® and increased 
output of public services. р 

After declining slightly in 1980, GDP (at factor cost) 
increased in Turkey at about 4 per cent in both 1981 and 
1982, which is fairly close to the planned target of 4.3 per 
cent. However, the output pattern of growth changed 
substantially as the agricultural sector which had 
remained stagnant in 1981 expanded rapidly in 1982 (by 
4.7 per cent) while the rate of expansion in both the 
industrial and service sectors slowed down particularly in 
the former. Manufacturing proper expanded by 5 per 
cent (compared with 8 per cent in 1981) and mining 
output contracted severely. Construction activity re- 
mained sluggish for the second year in succession. 

The only service sector increasing faster in 1982 than 
in 1981 was the government and the only output sector 
growing faster than in 1981 was public utilities. The 
deceleration of output is mostly due to domestic demand 
and particularly to a rapidly diminishing rate of stock 
accumulation. Export growth also slowed down from the 
record levels of 1981 but it remained very high (growth of 
one third in volume). 

Considering the four major south European countries, 
very few common features emerge in the development of 
demand in 1982. 

The countries with the greatest similarity of changes in 
1982 are Greece and Spain, where there was a slight 
expansion of domestic demand in 1982 (0.7 per cent in 
Greece and 0.6 per cent in Spain). Public consumption 
in both countries was the most expansive segment of 
consumption expenditure in 1982 but total consumption 
expanded more in Greece (1.5 per cent) than in Spain 
(1.0 per cent). Fixed capital formation continued to fall 
sharply in Greece for the third successive year but the 
decline was about half the rate for 1981. In Spain fixed 
investment fell by 0.9 per cent after a very minor 
recovery in 1980-1981. The investment cycle in the two 
countries, however, has been very different in recent 


157 The last seasonally corrected index (August) shows a fall of 3.3 
per cent on the previous year. ' 

158 The inflow of tourists increased during the first three quarters of 
the year by 5 per cent. Part of this increase seems to have been due to 
the world football championship. 


years. In Greece investment fell precipitously in 1974— 
1975 and recovered in 1975-1979 to reach almost the 
same level in 1979 as in 1973; the cycle mostly reflected 
fluctuations in residential investment. In Spain the fall 
was less abrupt but more steady (both in productive, as 
well as residential investment), lasting throughout the 
period 1975-1979 and in 1979 its level was still 12 per 
cent below the peak of 1974, while in Greece in 1979 it 
was only 1.7 per cent below the 1973 peak. The second 
cyclical contraction in investment, however, was much 
more pronounced in Greece (lasting through 1980-1982) 
while during these years fixed capital formation in Spain 
expanded slightly. In 1982 the level of fixed capital 
formation in Spain was 9 per cent below that for 1974 
and that for Greece was some 23 per cent below the 1973 
peak. Asa result the investment ratio (at current prices) 
in Spain fell from over 24 per cent of GDP in 1974 to less 
than 20 per cent in 1982, and in Greece it fell from nearly 
28 per cent in 1973 to about 19 per cent in 1982. 

The main contrast between the 1982 demand patterns 
in Greece and Spain lies in the evolution of exports of 
goods and services which continued to expand in Spain 
(by 2.4 per cent in 1982 compared to nearly 8 per cent in 
1981), while in Greece the deceleration of 1981 is 
estimated to have been followed by a minor decline in 
1982.'5° The different evolution of the export sector 
implies that while in Spain there was a net transfer of 
resources to abroad equivalent to about 0.5 per cent of 
GDP, in Greece the growth in total domestic demand 
was achieved mainly by increasing use of resources from 
abroad (of about 0.5 per cent of GDP according to 
OECD estimates). If, however, exports developed more 
favourably than estimated, the result might be a slight 
upward adjustment of the present estimate of GDP 
growth. 

In Portugal total domestic demand continued to 
expand in 1982 rather rapidly (by 4.3 per cent). Final 
demand increased considerably more slowly than total 
demand, due to stock accumulation of finished goods. 
The growth in private consumption has slowed down 
throughout the year, mostly owing to a nearly 3 per cent 
fall in real wages, a squeeze of credit available for the 
purchases of consumption goods and a decline in 
emigrants’ remittances. Public consumption also decel- 
erated, although by less than set in the policy targets. 
The 3.5 per cent real increase in public expenditure is due 
to an expansion in the number of employees in social 
services. Investment decelerated in 1982, more so in the 
second half of the year. This is apparently related to a 
slowdown in construction due to credit restrictions, as 
investment in equipment seems to have remained 
buoyant.'©° The negative contribution of the real foreign 
balance to GDP growth in 1982 was less than half of that 
in the previous year. In 1981 exports fell 2 per cent and 
imports rose almost 6 per cent; in 1982, exports of goods 
and services rose by 3.5 per cent (a 7.5 per cent growth in 
commodity exports being partly offset by a fall in exports 
of services) and imports increased more than domestic 
demand. 


159 The most recent available data (for January-September) for 
trade on a payments basis show an increase in the dollar value of 
imports of about 31 per cent (48 per cent in drachmas) and of about 14 
per cent for exports (29 per cent in drachmas) which throw some doubt 
on the OECD estimate of a decline of 1.5 per cent, particularly (as in 
the case of Spain) anticipation of a devaluation gave rise to leads in 
import payments and lags in export receipts. This may have produced 
an under-estimate of export receipts and an over-estimate of imports on 
a transaction basis and, consequently, the change in the trade balance 
may have been more favourable. ; ь 

160 This is suggested by the indices of industrial production for 
machinery and by the growth in imports of machinery and transport 
equipment. 
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In Turkey the increase of GDP of about 9 per cent for 
the period 1980-1982 coincided with a massive net 
transfer of resources abroad, the foreign balance in goods 
and services declining in the same period by about 5 per 
cent of GDP. A large decline in the rate of stock 
accumulation in 1981 and 1982 led to a much lower 
increase of total than of final domestic demand which 
decelerated to 3 per cent in 1982. All the main 
components of final domestic demand increased rather 
evenly in 1982, private fixed investment, the most 
dynamic, expanding by 4 per cent; but by far the most 
rapidly expanding sector was exports, which increased in 
volume terms by over one third. 


2.1(ii) Prices, wages and employment 


The problems related to inflation have remained very 
acute in the south European countries in 1982. In two 
countries (Greece and Portugal) inflation has increased 
to very high rates (23 per cent). In Spain the rate of 
inflation has remained unchanged (at about 14 per cent) 
but this nevertheless implies a growing divergence from 
the rates in the more industrial countries. In Turkey 
there was a large decline in the inflation rate for the 
second consecutive year, but the rate of increase still 
remains some 20 percentage points above the average 
rate in the more industrialized western countries. (See 
table 2.1.3.) 

Cost-push pressures from wages seem to be weakening 
in general in southern Europe but growing financial costs 
at enterprise level and rising prices for imported 


consumer goods and industrial inputs are in many cases 
offsetting the favourable effects of a more moderate 
increase in labour costs per unit of output. 

In 1982 unemployment continued to be a very serious 
and worsening problem in the south European countries, 
all the more so since their lower income levels make it 
more difficult and burdensome for them to spread the 
economic and social costs of unemployment over the 
whole community. Turkey and Spain have the highest 
unemployment rates in Europe but unemployment levels 
have also remained high in Portugal and have risen in 
Greece. 

As measured by the GDP defiator, inflation in Greece 
in 1982 was probably some 23 per cent compared with 20 
per cent in 1981. The consumer price index has risen a 
little less than in 1980 and 1981 (24-25 per cent) due to 
the introduction of selective price controls and the 
freezing of certain administered prices. Rising food 
prices and higher import prices because of the depreci- 
ation of the drachma are important factors behind this 
high rate of price increase, but the rising financial costs 
of enterprises and an expected acceleration of unit labour 
costs to 28 per cent in 1982 (25 per cent in 1981) are more 
fundamental sources of cost-push inflation. 

Employment in manufacturing (enterprises of 10 
workers and more) has remained virtually stagnant. 
Registered unemployment in Greece covers only a small 
proportion of total unemployment, which is unofficially 
estimated at over 8 per cent of the active population in 
urban areas and 3 per cent in rural areas. Registered 
unemployment in the last three months for which data 
are available (June-August) rose by 34 per cent and 
indicates a rapid deterioration in the labour situation. 


TABLE 2.1.3 
Annual price changes in selected south European countries 
(Percentages) 
1970-1973 1974-1979 1980 1981 1982 
Greece 
GDP deflator (at market prices) . . . 7.9 15.5 17.9 19.7 23.0* 
Wholesale prices: Total ...... 9 16.4 28.4 25.9 16.0 
Consumer prices: Total ...... 6.5 16.2 24.9 24.5 21.0 
Food! СИ, ae 8.4 16.7 27.6 30.1 ТТ 
Portugal 
GDP deflator (at market prices) . . . 6.1 20.1 15.6 17.2 22.1 
Wholesale prices: Total . . . .. . 5.6 Poul 6.5 21.5 20.740 
Consumer prices: Total 
(excluding rent) ee ee ae 8.7 DS a 16.6 20.0 22.4 
Food 8.2 27.0 10.4 19.5 24.1 
Spain 
GDP deflator (at market prices) . . . 8.8 18.3 137 13.4 13.4 
Wholesale prices: Total A. . . . . 6.1 14.6 ere a. - 
Воры sol cee м: 14.72 17.4 157 122 
Consumer prices: Total ...... 8.4 18.4 15.6 14.5 14.4 
Food! aera ae 8.3 ied 9.1 13.6 15.1 
Turkey 
GDP deflator (at market prices) . . . 16.9 33.8 99.8 42.0 27.9 
Wholesale prices: Total . . . . . . 15.3 3277 107.2 36.8 25.8% 
Consumer prices: Total . . . . . . 13.5 31.4 116.6 35.9 27.1 
Foods а ее: 13.2 373 106.7 40.7 29.0 


—_—_e—————— 


Sources : For GDP deflator, as for table 2.1.2. For wholesale and consumer 
price indices; OECD Press Release, 9 February 1983; and 
Greece — Bank of Greece, Monthly Statistical Bulletin: 


Prices, Statistical indicators of short term economic changes in ECE countries; ILO, Monthly memorandum on consumer 


Portugal — Instituto Nacional de Estatistica, Boletim Mensal de Estatistica; Banco de Portugal, Boletim Trimestral: 


Spain - Instituto Nacional de Estadistica, Bolétin Mensual de Estadistica, Indi 


ces de precios industriales, and Indices de precios de consumo; Banco de Езрайа, Bolétin Estadistico; 


Turkey — State Institute of Statistics, Aylik Istatistik Biilteni and Aylik Fiyat Indeksleri Biilteni; State Planning Organization, 1983 Yili Programi. 


Note: Spain: A = wholesale price index, discontinued as of July 1980. 
B = new index of industrial prices. 
* 1975-1979. 


AU January-August. 
№ January-November. 
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_ In contrast with many other countries, Portugal’s 
inflation rate, as measured by the GDP deflator 
accelerated from about 20 per cent in 1981 to some 22 per 
cent in 1982. This places Portugal together with Greece 
among the group of western countries with the highest 
inflation rates, only Turkey and Iceland having higher 
rates. After a deceleration between the end of 1979 and 
the last quarter of 1980, inflation accelerated continuous- 
ly up to the second quarter of 1982: since then it has 
tended to decline but largely because of a 45-day price 
freeze, following the currency devaluation of June. 
Fluctuations in the consumer price index have been 
mainly due to the food component. 

_ Between 1979 and 1981 about 40 per cent of the 
increase in the total demand deflator was due to import 
prices, about 30 per cent to wage costs, and the 
remainder to other factor income and indirect taxation. 
In 1979 about half of the import price effect was due to 
changes in the exchange rate; in 1980 revaluation was 
used to counter inflation, but this effect was offset by the 
зе in oil prices. Last year, despite the fall in 
international prices in dollar terms, import prices are 
likely to have contributed positively to domestic infla- 
tion, as the effective rate of the escudo depreciated 15 per 
cent in the first half of the year. Unit labour costs which 
had increased in 1981 by 20 per cent, i.e. pari passu with 
the general price level, have increased considerably less 
in 1982 (by 16.5 per cent). Thus, the acceleration of 
inflation does not appear to be due to higher labour 
costs. Real wages per head probably fell in 1982 by 2.5 
per cent. 

Changes in the pace of output growth had little effect 
cn total employment, which increased by 1 per cent in 
1981 and 2 per cent in both 1980 and 1979. Estimates for 
the first half of 1982 indicate a decline of 0.7 per cent in 
employment in relation to the first half of 1981. This 
relative rigidity in employment levels in Portugal implies 
that changes in output growth have mainly reflected 
productivity. After a 3.5 per cent annual increase in 
1979-1980, labour productivity growth fell to less than 1 
per cent in 1981 but accelerated to more than 3 per cent 
in 1982. The rate of unemployment has not changed 
significantly from its 1977 level, about 8 per cent of the 
labour force. In the first half of 1982, despite the fall in 
employment, the unemployment rate fell to some 7 per 
cent, due to a reduction in the labour force. This decline 
was partly due to a fall in the number of first-time job- 
seekers to about 60,000, their share of total unemploy- 
ment falling from 52 per cent to 46 per cent between the 
first halves of 1981 and 1982. The overall activity rate 
fell from 45.6 per cent in 1981 to 44.9 per cent in the first 
half of 1982. 

In Spain the inflationary upsurge of 1977-1978 (over 
20 per cent) was followed by a period of slowdown in 
1979-1980 as a result of restrictive wage and monetary 
policies. In 1982 inflation as measured by the GDP 
deflator remained at the same rate as in 1981, namely, 13 
per cent. As reflected in the index of consumer prices 
(which increased at the same rate as in 1981), the 
influence of rising food prices was particularly strong 
during the first half of the year and then diminished. In 
the second half of the year the main cause of the increase 
in prices was an acceleration in the prices of manufac- 
tured consumer goods. Price increases for other industri- 
al goods (intermediate and capital goods) generally 
decelerated. 

Average hourly earnings in the third quarter of 1982 
were 14 per cent up on the previous year and the quarter- 
to-quarter increases in 1982 were all lower than those for 
1981, due to the moderating effects of the ANE 
(National Employment Agreement). Wage rates are 
expected to increase for the year by little more than 11 
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per cent and average earnings may increase by less due to 
shorter working hours. 

Employment trends continued to be very unfavoura- 
ble, total employment decreasing (according to the active 
population enquiry) by 1.2 per cent between the third 
quarters of 1981 and 1982. All sectors, except services, 
have released labour (180,000 jobs being lost in industry 
alone). Employment in the service sectors increased by 
1.9 per cent and the increase seems to have been mainly 
in the public sector which increased last year by 5.3 per 
cent in contrast to a loss of 2.2 per cent in the private 
sector. 

Unemployment in the third quarter of 1982 (according 
to the Active Population Enquiry) stood at 2.13 million, 
or 16.4 per cent of the active population. Unemployment 
was 15.5 per cent higher than in 1981 and 39 per cent of 
the unemployed were searching for their first job. 
Registered unemployment data (which are not compar- 
able to those of the Active Population Enquiry) show a 
similar deterioration of the labour situation, registered 
unemployment increasing very rapidly in November and 
December to reach 2.15 million (16.5 per cent of the 
active population).!©! As in the more advanced western 
countries, young women and people looking for a first job 
were the most unfavoured groups. A recent study of the 
National Employment Service estimates that the shares 
of these groups in total unemployment have risen 
between 1974 and 1982 from 20 to 30 per cent for women, 
from 14 to 49 per cent for people under 25 years and from 
3 per cent to 25 per cent for workers without previous 
employment. Although 23 per cent of the registered 
unemployed were not receiving any aid (October 1982 
data) unemployment benefits were already absorbing an 
equivalent of 2.3 per cent of GDP in 1981. 

The new government has promised to create 800,000 
new jobs during the period 1983-1986 but no improve- 
ment in actual employment is expected in 1983. One of 
the new measures has been to extend the employment 
subsidies to enterprises already in operation but man- 
power policies will be changed and employment benefits 
increased. The rules for short-term labour contracts 
have been made stricter in the sense that a fixed-term 
contract cannot be transformed into a new short-term 
contract: this was done to avoid the creation of a 
subsidized fringe of rotating employment. !® 

In terms of the GDP deflator inflation in Turkey has 
decelerated rapidly from 42 per cent in 1981 to about 28 
per cent in 1982. The annual change in the wholesale 
price index also fell by about 10 points. The consumer 
price index exceeded the target rate of 25 per cent as the 
index for January-November was 27.2 per cent higher 
than a year earlier. The rise in consumer prices is now 
expected to be not less than 28 per cent for the year. 
Nevertheless, this still represents a fall of about 8 points 
compared with 1981.163 

There are no internationally comparable figures for 
registered unemployment in Turkey. However, there are 
official figures of surplus labour prepared by the State 
planning organization. According to this source, “unem- 
ployment” increased by 336,000 between January and 


161 Part of the increase corresponds to discouraged workers who, 
having had no previous benefits, have re-registered due to the pending 
extension of unemployment benefits. 

162 Fourteen per cent of new jobs in 1982 were short-term and the 
number of such contracts doubled in the period 1977-1980. Large 
enterprises (of over 1,000 workers) can only have 5 per cent of total 
employment consisting of short-term contracts; small enterprises (less 
than 50 employees), can have up to 30 per cent. ' 

163 The State Institute of Statistics is preparing a new consumer price 
index which will probably be introduced in 1983. Apart from revised 
weights, it will include rent and other important consumer items 
previously excluded ; its geographical coverage will include five regions 
and 14 provinces. 
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September 1982 to reach 3.3 million, and the “rate of 
unemployment” increased to 18.2 per cent of the total 
civilian labour force (including disguised unemployment 
of 700,000 in agriculture). The sectoral distribution of 
employment did not change very much apart from a 
slight decline in agricultural employment and a relatively 
sharper increase in services. The share of industrial 
employment remained fairly stable over the 1979-1982 
period. 

In addition to the rapid growth of the population of 
working-age (2.8 per cent a year between 1980 and 1985), 
unemployment has been aggravated further by the drop 
in the emigration of workers to western Europe and by 
declining employment in the public sector (particularly 
in the State economic enterprises). Since 1974 there has 
been increased emigration of Turkish workers to the 
Middle East and North Africa. However, these outlets 
cannot absorb more than a small proportion of the 
Turkish labour surplus. Given the size of the labour 
force and its potential growth (over 2.5 million in the 
period 1980-1985), this problem can only be solved by 
large increases in capital accumulation and fast output 
growth. 


2.1(iii) Policies and prospects 


The stance of economic policy during 1982 remained 
restrictive in all south European countries but the policy 
mix and the degree of success of the different policies was 
very uneven. 

Monetary policy was tightened in all four countries and 
it appears from very partial data that in both Greece and 
Turkey there was also a reduction in the public sector 
borrowing requirement (PSBR). In Portugal and Spain, 
however, tighter monetary policy was accompanied by a 
widening of the PSBR, which at times threatened the 
attainment of monetary and credit targets. 

In Spain, fiscal policy was expected to be mildly 
expansionary and public investment increased by 14 per 
cent, although the PSBR increased much more than 
expected. In both Portugal and Spain the increase in the 
PSBR has been mostly due in recent years to the 
expansion of social programmes and the automatic 
increase in such expenditure due to the deepening 
recession. It seems likely that the deficit of general 
government in 1982 in Portugal remained at around 9 per 
cent of GDP (compared with 10 per cent in 1981) and in 
Spain at 6 per cent (compared with 3.5 per cent in 1981). 
The growth of the public deficit had been contained in 
Portugal during the 1977-1978 stabilization period but 
rose thereafter, while in Spain the deficit has increased 
very fast during the last five years.!°+ 

Policies in 1983 are planned to remain restrictive in 
Greece and Spain, and to become more so in Portugal; 
they could become less restrictive in Turkey. In this 
context it should be borne in mind that merely holding 
public sector borrowing at a constant share of GDP 
would represent a considerable policy achievement for 
these countries given the inertial growth of many of their 
public sector expenditures. 

Economic policies in Greece in 1982 were shaped by 
the need to diminish inflationary pressures and avoid 
excessive foreign borrowing. The search for a balance 
between stabilization and expansion was made particu- 
larly difficult by the deteriorating world economic 
climate which hit its foreign exchange earnings. The 
emphasis in the short term has been on stabilization but 
strict monetary and fiscal policies were combined with 


164 The general government deficit in Spain rose at an annual rate of 
84.3 per cent between 1977 and 1982. 


some redistribution of income in favour of the lower 
income groups, partly with the aim of reviving consumer 
demand for non-luxury, domestically produced goods. 
At the same time, other policies were continued with 
the aim of increasing efficiency and _ external 
competitiveness. 

The anti-inflationary stance of fiscal policy'®” was 
reflected in a target reduction of the public sector 
borrowing requirement from 19 per cent of GNP in 1981 
to 13.3 per cent in 1982. The deflationary effect of this 
reduction could be somewhat lower than might appear, 
because part of the expenditure appropriations of 1981 
will in fact have been spent in 1982. The 1982 target 1s 
expected to be achieved largely by an increase in central 
government revenue of 58 per cent relative to a rise in 
expenditure of 35 per cent, which will reduce the nominal 
deficit of the central government by over 5 per cent. The 
increase in revenues derives mainly from an increase in 
corporate taxation and the re-introduction of a property ’ 
tax, but indirect tax revenue should also increase sharply 
(54 per cent) and is to be reshaped as a first step towards 
the introduction of a value added tax. A redistribution of 
expenditure towards investment is intended and this is 
reflected in a nominal increase of 35 per cent in budgeted 
investment. 

Compared with fiscal policy the tightening of mone- 
tary policy appears less strict: the target for the increase 
in M3 was 30 per cent, compared with a rise of nearly 36 
per cent in 1981 and a nominal increase in GNP of 23.5 
per cent. The target for total credit expansion still 
allowed a large increase (45 per cent) but selectivity in 
favour of small- and medium-size enterprises and the 
agricultural and manufacturing sectors (away from 
trading and “‘speculative” uses) was reflected in the 
relative curtailment of commercial bank credits and a 
greater targeted expansion of specialized credit 
institutions. !©¢ 

The redistributive aspects of economic policy were 
mostly incorporated in the indexation of wage incomes 
within a sliding scale which favoured the lower paid. 
Attempts at longer term structural reform are mostly 
reflected in the Investment Incentive Law (passed in 
June) which provides a range of fiscal and credit 
incentives to new investments, particularly those which 
favour medium-sized enterprises and the processing of 
domestically produced inputs. 

These policies were expected to lead to a small 
recovery of GDP, a reduction of inflationary pressures 
and a fall in public sector borrowing. In the absence of 
the necessary data, it is difficult to judge the degree to 
which these policies have been successful. It would 
seem, however, and for the most part on the basis of 
statistics for only the first half of 1982, that the overall 
investment and growth targets have fallen short of 
expectations and, in spite of price controls, inflation has 
been more than expected. According to recent reports, 
there has been a good measure of success in reducing 
public sector borrowing which is expected (on a cash 
basis) to have fallen in 1982 to less than 13 per cent of 
GNP (compared with 19 per cent in 1981). Two 
important policy decisions were taken in January 1983, 
namely, the “опе step” drachma devaluation!®7 of 15.5 


165 In order to limit the central government expenditure, advances 
from the Central Bank were limited (in May) to 10 per cent of budget 
expenditure. Moreover, the Treasury bill market has been extended to 
cover current deficits while previously only the investment budget had 
been financed in this way. 

16° In May 1982, the government also extended the Central Bank’s 
powers to control credit institutions’ negotiations of foreign loans for 
public enterprises. In future, it will have direct control of interest rates, 
exchange rate policy and domestic bank credit. 

167 The drachma had already been devalued by 18 per cent in 1982 
under a controlled float. 
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per cent and the introduction of across-the-board import 
restrictions. These two measures in response to the loss 
of competitiveness of Greek exports, constitute a clear 
move towards increased protection of domestic produc- 
tion and are consistent with the view expressed some 
months ago by the Minister of Economics that the 
“domestic market had to be the mainspring of economic 
growth”. Other recent policy measures continue the 
stabilization efforts of 1982: these include, notably, a 
“wage freeze”!°® and the introduction of the 1983 budget 
which foresees an increase in revenues of 34.3 per cent 
and in expenditure of 29.5 per cent, with seemingly little 
or no change in the overall borrowing requirement. 
These policies are expected to lead to a modest 
acceleration of GDP growth in 1983 (in spite of a 
forecast slowdown in the expansion of private and public 
consumption) and to a drop in the rate of inflation. The 
success of these policies will depend to a great extent on 
the evolution of the world economy and on the response 

‚ of domestic output to the stimulus of devaluation and 
certain import controls,!©? and of investment to new 
fiscal and credit incentives. 

In the last few years, the stance of economic policy in 
Portugal has been largely determined by the current 
account. In 1979, with the easing of the external 
constraint, an expansionary policy was adopted; but the 
subsequent widening of the current account deficit, 
largely under the impact of the second oil price shock and 
the 1980-1981 drought, forced the authorities to tighten 
policy from mid-1981. The main policy tools have been 
the exchange rate and monetary measures: fiscal policy 
has been less successful and forecasts of the general 
government borrowing requirements have systematical- 
ly fallen below the out-turn. 

Due to the increasing requirements of the public sector 
and balance of payments fluctuations, the monetary 
measures tended to limit credit rather than the quantity 
of money. In 1978 a system of ceilings on bank credit to 
the private sector (including public enterprises) was 
introduced. With the policy relaxation in 1979-1980 the 
ceilings were raised, but since the end of 1981 they have 
again been lowered; on the other hand, interest rates, 
which are extensively administered and had remained 
unchanged since May 1978, were increased three times 
between July 1981 and March 1983 and become positive 
in real terms. 

The main goal of fiscal policy in 1982 was to reduce the 
general government borrowing requirement from 10.2 
per cent of GDP in 1981 to 7.7 per cent. In order to 
achieve this goal a freeze was imposed on general 
government employment, civil service salaries were to be 
increased substantially less than the rate of inflation, 
price and other subsidies were to be reduced and 
expenditure on health curbed. However, the target was 
only partly achieved, with the fiscal deficit as a 
proportion of GDP being lowered to some 9 per cent. 

Apart from monetary and fiscal policies, Portuguese 
policy makers have frequently resorted to direct controls 
of prices and wages. Price controls have been based on a 
system of administrative price setting, covering a wide 
range of goods and services, including energy, public 
transportation and basic foodstuffs. This system has 
entailed substantial subsidies from the State to public 
enterprises and food suppliers. It has, therefore, been 


168 The ‘freeze’ really consists of lengthening the interval between 
wage adjustments to increase in consumer prices. | 

169 The proposed import controls were intended to hold imports of 22 
products, which total just under 3 per cent of Greece’s trade with its 
EEC partners, to their levels of 1980. At the beginning of February the 
European Commission agreed only to controls on 11 products, 
accounting for less than one per cent of Greece’s trade with the 
Community, with ceilings based on average import levels in 1981-82. 


relaxed whenever the government faced budget соп- 
straints and needed to restrict expenditure. In addition 
to price controls, the government has also resorted to 
wage controls in its attempt to reduce inflation. In 
particular, since 1979 the government has set a maxi- 
mum increase that firms can pass on into prices of goods 
which are subject to control. However, wage norms have 
often been exceeded, partly because inflation rates have 
been systematically higher than forecast by the 
government. 

Exchange rate policy has been used extensively in 
Portugal since the country went into significant deficit in 
the mid-1970s. A system of “сгам шт? peg” adjustment 
was introduced in September 1977, with a monthly rate 
of devaluation first set at 1 per cent and later increased 
and lowered according to the policy stance. From 1979 
to 1981, despite a depreciation against the dollar, the 
effective exchange rate of the escudo depreciated much 
less than the rate of inflation. This caused a worsening of 
the country’s competitiveness in export markets, which 
added to other factors leading to a current account 
deterioration. The monthly rate of devaluation was 
increased from 0.5 to 0.75 per cent in December 1981, 
and to 1 per cent last March; the weight of the dollar in 
the currency basket was reduced; and there was a 9.4 per 
cent devaluation in June 1982, and another 2 per cent in 
March 1983, following the parity changes in the 
European Monetary System. In the first half of 1982 the 
effective exchange rate of the escudo fell by 15 per cent. 
This policy seems already to have had some impact on 
the external payments situation as the current deficit in 
the first half of the year amounted to $2.3 billion, while 
for 1982 as a whole a deficit of $3.3 billion has been 
estimated. 

The main guidelines for economic policy in 1983 were 
presented to Parliament at the end of 1982. The main 
objectives are the improvement of the current account 
and a reduction of the real budget deficit. The aim is to 
reduce the current account deficit by nearly $1 billion by 
means of a7 per cent rise in the volume of exports and a 3 
per cent drop in import volume. This export target 
compares with an expected growth of about 3 per cent in 
total OECD imports and a 1.5 per cent rise for the EEC, 
which is actually Portugal’s main market.!’7° The 
attainment of this export target, which appears to be 
rather ambitious, would require a significant increase in 
the country’s market shares and a marked improvement 
in its relative competitive position. 

On the import side, the 3 per cent reduction also 
appears to be somewhat optimistic: even if GDP 
stagnates as planned, many of the more dynamic export 
sectors in Portugal (for example, motor cars) have a high, 
direct or indirect, import content. In addition, there are 
structural factors (limited agricultural production, high 
dependence on oil) entailing a relatively high import 
elasticity. 

Early in 1982 it was expected that the GDP of Spain 
would grow by 3 per cent and domestic demand by 2 per 
cent. The inflation rate was. expected to fall to 12 per 
cent. A rather strict monetary policy (M3 expansion was 
put at 15 per cent) was combined with a clearly 
expansionist public sector where the borrowing require- 
ment was to reach 3.5 per cent of GDP. Last year’s 
Survey underscored the dependence for the achievement 
of some targets on a more favourable world economic 
climate and cast doubts on their feasibility. Events have 
proved unfavourable and demand was weaker than 
hoped for by policy makers. The greatest deviation from 
planned policies was the public sector borrowing 


170 These forecasts are taken from OECD, Economic Outlook, 
December 1982. 
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requirement which rose to more than 5.5 per cent of 
GDP. Inflation also accelerated in spite of the moderat- 
ing effects on wage claims of the national employment 
agreement (ANE). Much of the underfulfilment of 
certain targets (particularly the expected increase in 
fixed investment) might, however, have been influenced 
by political uncertainties in an election year. 

The new Government started its term of office by 
implementing a set of measures aimed at restoring 
international confidence in the value of the currency: the 
peseta was devalued by 8 per cent on 6 December and 
monetary policy was tightened by an increase of one 
point in the cash ratio of banks. Prices of fuels were 
increased to take account of the fall of the peseta vis-a- 
vis the dollar (it had already depreciated by 20 per cent 
against the dollar between January and November) and 
to restore the share of the indirect tax in the final price. 

Although the 1983 Budget!7! will not be approved 
until late March or April, the main lines of the economic 
philosophy of the present government are clear from 
ministerial statements. Economic policies will remain 
very strict throughout the year, adopting what has been 
called the “narrow path between stabilization and 
expansion” with a clear short-term emphasis on stability 
(the number one policy target being to fight inflation). 
The intention of these policies is ‘Чо put the economy оп 
a sound footing in order to be able to grow faster than 
other countries when world economic revival takes 
place”.!’? The early December measures. were followed 
by increases in some administered prices of State 
monopolies (tobacco), public service changes and raising 
certain taxes. The net effect of higher taxes (affecting 
mainly the enterprise turnover tax (a sales tax) and taxes 
on luxury goods) is expected to be a rise in fiscal revenue 
from 13.4 per cent of GNP in 1982 to 14.5 per cent in 
1983. Income tax allowances on household investments 
in the capital market or housing are to be limited to 30 
per cent of gross income. Monetary policy has been 
defined in terms of a growth of M3 for the year of 13 per 
cent (plus or minus 2 percentage points).!7> Thus, in 
view of the inflation target of 12 per cent, a more 
stringent monetary policy than in the recent past is to be 
combined with a stabilization of the public sector 
borrowing requirement which in 1983 will remain at the 
same proportion of GDP as in 1982 (6 per cent). Interest 
rates will be kept above world market rates (which are 
expected to fall) in order to attract foreign funds. The 
policy of selling Treasury bills and other short-term State 
debt (successfully started in 1982) to the non-bank public 
is to be continued and reinforced. Wage and incomes 
policies were agreed by the main trade unions and the 
employers’ organization at the end of January 1983. 
According to these, increases in wage rates under 
collective agreements will be limited to between 9.5 and 
12.5 per cent with a safeguard clause for workers if the 
index of consumer prices at the end of September 1983 is 
more than 9 per cent higher than in December 1982. 

These measures will be complemented by others in the 
budget expected in March or April and the publication of 
a four-year indicative Plan will put the macroeconomic 
targets for 1983 in a more meaningful middle-term 
perspective. It is expected that for the period 1984—1986 


17! There will be two budgets this year; the first is a purely formal 


one aimed at consolidating a number of public sector transactions 
which hitherto have been excluded from the main Budget - this will 
probably be presented in February; the second is the substantive 
budget and should appear in late March or April. 

172 Statements of the Minister of Economics, mainly of 5 and 31 
December 1982 and 28 January 1982, in E/ Pais. 

'731t has been officially stated that in future rather than МЗ the 
growth of the financial assets of the private sector should be the target 
of monetary policy. These assets grew by nearly 19 per cent in 1982 
compared with 16 per cent for M3. 


the growth of GDP should be somewhere between 2.5 
and 4 per cent but the initial target of 2.5 per cent growth 
in 1983 has already been reduced to 2 percent. The most 
dynamic element of total demand growth in 1983 is 
expected to be public consumption which should expand 
in volume by 4.5 per cent, while private consumption 
should grow by 0.6 per cent; gross capital formation 
should continue to decline marginally. Total domestic 
demand would thus expand by 0.8 per cent (compared 
with 0.4 per cent in 1982). The 1983 forecasts imply that 
most of the GDP growth would be due to a significant 
improvement in the real trade balance. Economic 
activity is officially expected to pick up only during the 
second half of 1983, the generalized downward trends 
prevailing during the second half of 1982 being expected 
to continue into the first half of 1983. р 

In Turkey, the stabilization programme introduced in 
January 1980 introduced a considerable degree of 
liberalism into the economy. Stringent fiscal and 
monetary policies were adopted to bring down the 
soaring inflation rate, by restricting domestic demand, 
and to reduce the growing external deficit by promoting 
exports and stimulating remittance income through a 
series of devaluations and daily parity adjustments. This 
programme, which was reinforced by additional mea- 
sures during 1980 and 1981, represents a significant 
break from previous policies which had tried to maintain 
high levels of economic activity through public deficit 
spending and external borrowing. The new policies, 
which aim at short-run stabilization and medium term 
structural changes, began to show their effect in 1981 
when inflation, industrial production, exports, the 
current account and other major macroeconomic indica- 
tors began to improve, some by even more than planned. 
During 1982 these improvements continued but at a 
slower pace, mainly because of increasing production 
costs due to the high cost of credit and higher non-oil 
import prices. After 1980 interest rates were liberalized, 
and increasing real interest rates led quickly to a large 
increase in deposits. Industrialists, for the first time 
faced high costs on their borrowing. In 1982 lending 
rates were double the inflation rate and production was 
affected negatively. Industrialists complained at the 
sharp increase in financial costs, which together with the 
increase in the domestic prices of imported inputs 
strengthened the cost-push element of inflation. This 
pressure is expected to be maintained in 1983. 

Monetary policy remained tight in 1982 but monetary 
targets were exceeded in the second half of the year due 
to the rescue operations in favour of banks which had 
been hit by the collapse of the major brokerage 
companies during the first half of the year; M2 increased 
by 27 per cent between the end of 1981 and the third 
quarter of 1982, which represents a considerable slow- 
down compared with the increase over the correspond- 
ing period of the previous year (43 per cent). The 
increase in time deposits slowed down remarkably, due 
perhaps to the influence of the bank crisis, and the 
growth of total credits slowed down from 35 to a rate of 
|| per cent (over the same periods as above). 

The macroeconomic targets of the 1983 Programme 
assume that the main economic policies will remain 
unchanged. It is expected that the rate of growth of 
GDP will be 4.7 per cent and that inflation will be 
brought down to 20 per cent. The current deficit is 
expected to decline further to $480 million largely as a 
result of a 13 per cent rise in exports of goods and services 
and a 7 per cent rise in imports. It is expected that there 
will be a recovery of industrial production, but some 
deceleration in the growth of agricultural output. 

Consumption (especially in the public sector) and 
gross fixed capital formation are expected to grow faster, 


resulting in a significant (4.4 per cent versus 3.1 per cent 
in 1982) increase in final domestic demand. Private 
fixed investment is expected to increase by 6.5 per cent, 
2.5 points more than in 1982. 

Obviously, this is a rather ambitious economic plan 
compared with the 1982 performance. First of all, the 
achievement of 4.8 per cent GNP growth relies heavily 
on the growth of industrial output, which recently has 
been rather sluggish due to high production and financial 
costs (the cost of loans is not expected to fall following 
agreements between the Central and other banks). Even 
if the target for exports is attained domestic demand will 
still have to be the main support of this growth target. 
Domestic demand might thus have to be stimulated but 
this could jeopardise the effort to reduce inflation to 20 
per cent. In response to complaints from industrialists 
and business circles the present government adopted a 
number of measures at the end of the year for 
implementation during 1983.174 Some of these suggest a 
departure from the philosophy of relying on market 
forces which was the basis of the 1980 stabilization 


174 Tn 1983 State Economic Enterprises will not always resort to price 
increases to cover their costs. This will be the case especially for 
enterprises providing basic inputs for industry. To this end, limited 
subsidies will be given to them and moves will be made to lower the 
prices of imported inputs. Import deposits may be lowered to 10 per 
cent for all imports (at present it is 10 per cent for liberalized goods List 
Т, and 20 per cent for those of List II). Tariffs on raw materials and 


intermediate goods may also be revised to reduce the cost of industrial ` 


goods and expenditure taxes (excise duties) may be reduced by up to 80 
per cent. 

—The Central Bank, in consultation with the nine biggest 
commercial banks, lowered interest rates effective 1 January 1983. Net 
interest rates on one-year time deposits were lowered to 36 per cent 
(from 41 per cent), but rates on sight deposits were increased from 5 to 
16 per cent. 

— Exports will be promoted in 1983, not only through tax rebates as 
in the past, but also through exemption from the turnover tax. 

— Net foreign exchange earnings will be the accounting basis for 
calculating tax rebates on exports. =. 

—ТЬе new tax revenue bill introduces a “standard of living” 
principle for the income tax which should lead to a large increase in tax 
revenue. The bill contemplates the possibility of abolishing the 25 per 
cent tax on interest payments. 
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programme. Export promotion measures are given 
particular emphasis and import liberalization is made 
more selective. 

Expenditure under the consolidated budget!7> is 
planned to reach 23 per cent of GNP, of which 46 per 
cent is for current expenditure, 21 per cent for 
investment and the remainder for transfer payments. 
Some 82 per cent of expenditure is expected to be 
financed by tax revenues. Domestic borrowing require- 
ment will be limited to 1.3 per cent of GNP. Public 
investment priorities are in energy (35 per cent of the 
total), transport (16 per cent), manufacturing (31 per 
cent), and agriculture (mainly infrastructure). 

One source of uncertainty concerning the targets for 
1983 is the evolution of the external sector. Current 
borrowing from abroad which decreased from 4.8 per 
cent of GNP in 1981 to 1.3 per cent in 1982, is expected 
to dwindle to 0.7 per cent in 1983, mainly as the result of a 
large increase in commodity exports. It is true that 
Turkish exports have shown exceptional dynamism in 
recent years, particularly in the markets of the Middle 
East and North Africa, but some if not all of the recent 
upsurge in foreign demand for Turkish exports has been 
due a number of factors (wars, rising oil revenues) whose 
influence now seems to be weakening. At the same time 
it is by no means clear that these latter influences will be 
superseded in the near future by increasing import 
demand in the more advanced industrial countries. 
However, the external sector in 1983 should not be a 
constraint on growth even if the ambitious export targets 
of the plan are not entirely fulfilled. The recent funding 
of an important part of the short-term foreign debt 
(about 300 million dollars of suppliers’ credits) gives the 
country more leeway in finding new sources of foreign 
finance, perhaps on easier terms than in the recent past 
(if the recent fall in interest rates continues). 


175 Budget of the central government (general budget) and related 
activities, such as universities, waterworks, etc. 


2.2 YUGOSLAVIA 


2.2(i) General trends 


The growth of output in Yugoslavia has decelerated 
continuously since 1980: GNP growth, which amounted 
to 7 per cent between 1977 and 1979, declined to 2.3 per 
cent in 1980, to 1.5 per cent in 1981, and to virtual 
stagnation in 1982 (table 2.2.1).'7© However, 1982 may 
represent the end of the current decline, as some recovery 
in the growth rate is now expected — to | per cent in 1983 
and to above 3 per cent in 1984 and 1985. 

The deepest decline in output was in the construction 
sector, where an annual growth rate of some 10 per cent 
in 1977-1979 was followed by stagnation in 1980 and by 
absolute falls in the volume of output of 4.2 and 6.0 per 
cent respectively in 1981 and 1982. A further decline is 
expected in 1983. In industry a rate of output growth of 
8-9 per cent in the 1977-1979 period was halved in 1980 
and 1981 and there was virtual stagnation in 1982. A 
recovery in the growth of industrial output to more than 2 
per cent is expected for 1983 and to more than 4 per cent 
in 1984 and 1985. Annual fluctuations in agricultural 
output have been due more to variations in the weather 
and in the agricultural terms of trade than to changes in 
the growth of demand. The record growth of agricultural 
output in 1982, an increase of nearly 7 per cent, was 
almost the only factor that maintained the over-all level 
of output at its 1981 level. A further increase of 2.5 per 
cent is projected for 1983. 

Following these trends in output, the growth of 
employment outside agriculture also decelerated gradual- 
ly, from 4.2 per cent in the 1977-1979 period to 2.4 per 
cent in 1982 (table 2.2.2). The private sector, which has 
been expanding fast in services, was most active in 
recruiting new labour. The pressure in the labour market 
was also eased by the widespread policy of enterprises 
retaining labour in the face of falls in demand,!77 which 
has a temporary but adverse effect on labour produc- 
tivity.!78 


176 The data in this section, unless otherwise stated, are based on the 
Federal Statistical Office of Yugoslavia, Saopstenje (Communiqué), 
Vol. XXVI, No. 400, 28 December 1982; National Bank of Yugoslavia, 
Godisnji izvestaj (Annual Report) and Bilten (monthly Bulletin); 
Federal Statistical Office, Statisticki godisnjak Jugoslavije (Statistical 
Yearbook) and Indeks, (monthly review of economic statistics); 
documents published in Sluzbeni list Jugoslavije (Yugoslav Official 
Register), Vol. XXXVIII, No. 77, 31 December 1982; and, in some 
cases, on direct communication between the institutions mentioned 
and the ECE secretariat. 

177 Both national and international analyses of the Yugoslav 
economy. have found that such behaviour is inherent in the self- 
management market system. In a World Bank report it was stated: 
“The combination of the provision that all workers share in the residual 
income earned and the exclusion of dismissal in cases other than gross 
misconduct leads to a peculiar pattern of adjusting to business 
fluctuations: enterprises do not adjust by changing the number of 
workers receiving a definite wage; they change the level of income of 
the unchanged work force.” M. Schrenk, C. Ardalan and N.A. El 
Tatawy, Yugoslavia — Self-Management Socialism und the Challenges of 
Development, Baltimore and London, the Johns Hopkins University 
Press, 1979, pp.55-56. A more detailed analysis of wage fund 
formation and distribution is given in М. Pasi¢, $. Grozdani¢, М. 
Radevié (eds.), Workers Management in Yugoslavia, Recent Develop- 
ments and Trends, International Labour Office, Geneva 1982. 

178 Industry accounted for some 42 per cent of GNP in 1981. Labour 
productivity growth has decelerated continuously from 5.3 per cent in 
1978 to 4.2 per cent in 1979, 1.9 per cent in 1980 and 1.6 per cent in 1981, 
while in 1982 it fell by 3.4 per cent (Saopstenje, рр.6.1). However, it 
should be noted that the deceleration in labour productivity growth 
over this period was a dependent rather than determining factor of 
GNP growth, since factors other than labour - in particular energy and 
Им intermediate products — directly affected the growth of 
industrial output and thence, indirectly, labour productivity growth. 
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The pressure in the labour market nevertheless has 
increased : the number of job seekers in 1982 reached 861 
thousand — 7.6 per cent of the total labour force in the 
country but 13.6 per cent of total employment outside 
agriculture. However, the number effectively unem- 
ployed is estimated at some 65 per cent of the number 
registered as unemployed. The increase in employment 
projected for 1983 — roughly the same as in 1982 - 1s high 
by international standards but still below the actual 
supply of labour in the country. 

Inflation continued at a high rate, but it was 
significantly reduced from 40 per cent in 1981 to 32 per 
cent in 1982 (table 2.2.3). The major inflationary factors 
in 1982 were rising wage costs and agricultural prices, the 
former mostly due to inefficient incomes policies and the 
latter to deliberate price adjustments aimed at improving 
the terms of trade of the farm sector. Following a set of 
measures introduced at the end of 1982, further 
reductions in the rate of price increase are expected in 
1983 (to less than 20 per cent) and in 1984 (to below 15 
per cent). 

A favourable - and, on longer term criteria, the most 
important — development in the last few years has been 
the improvement in the foreign current balance (table 
2.2.4). Further improvements in this respect are expect- 
ed in the next few years. Recent economic trends in the 
economy have been dominated by the adjustment 
policies which were introduced precisely to improve the 
foreign balance, and also by implication, to stabilize the 
domestic market and to check inflationary ргеззигез.179 
Therefore it will be useful to discuss these policies in 
somewhat greater detail. 


2.2(ii) The process of economic adjustment 


(a) General considerations 


In 1980 Yugoslavia started a process of economic 
adjustment which has continued until the present and 
will continue for a number of years to come. Policies 
have been assigned two basic goals. First, during the 
1980-1982 period, to absorb gradually a high deficit on 
the current account that had been caused basically by the 
second oil price shock in 1979, the deterioration in the 
Yugoslav terms of trade and by an excessive growth of 
investment between 1976 and 1979.18° Secondly, from 
the beginning of 1983, adjustment policies are intended 
to produce a surplus on the current account which should 
expand in subsequent years to create a basis for the 


179 To cope with all kinds of external and internal imbalance and to 
prepare a comprehensive long-term programme of economic stabiliza- 
tion, a special, top ranking Commission for Economic Stabilization 
was formed. In the spring of 1982, the Commission issued “‘Polazne 
osnove dugorocnog programa ekonomske stabilizacije” (Initial Funda- 
mentals of the Long-term Programme of Economic Stabilization), 
Borba, 27 April 1982, followed by several other documents dealing with 
individual aspects of the country’s economic development. In January 
1983 it was announced that the Commission would issue very soon 
condensed findings of these documents in a set of recommendations 
which should serve as a basis for decision making in the relevant state 
and other institutions in the country. 


180 Expressed in constant 1972 prices, GNP increased in this period 
at an average annual growth rate of 6.4 per cent, while the average 


annual increase in gross investment was 8.7 per cent, Statistical 
Yearbook of Yugoslavia, 1981, рр.84-86. 
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Yugoslavia 
TABLE 2.2.1 


Yugoslavia: Volume growth of demand and output 


1980 Annual percentage change at 
billion constant 1972 prices 
current Percentage 
dinars share 1978 1979 1980 1981 1982 


Final domestic demand 1 499 91.0 8.1 5.8 —1.4 —4.3 — 1.6 
Private consumption . 89 49.7 7.0 5.6 07 1 ano 1.2 
Collective consumption: . 143 8.7 6.5 4.5 = 10 -48 211.0 
Gross fixed investment 53 10a e326 0S 6.4) 525,002 95° ES 

Addition to stocks? . 149 9.0. = NG 43 140.6 0.5 

Total domestic demand м. 1648 — 100.0 7.3 ль 2 Bee. 5 

Foreign balance (goods and services). . . . —95 — 0] —2.4 53 37 

Social product es 1 1553 100.0 6.9 7.0 23 1.5 0.3 
Agriculture and forestry 202 13.0 — 6.4 Se) 0.0 1.4 6.9 
Industry : 582 87.5 8.7 7.9 4.2 4.2 — 0.3 
Construction Ae в 165 10.6 13.0 9.6 0.2 —4.2 — 6.0 

Industrial output per worker . 58 4.2 1.9 1.6 —3.4 


боигсе: National statistics. 
* Includes residual error. 
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TABLE 2.2.2 


Yugoslavia: Employment 


Annual percentage change 
End-1982 Percentage 


(thousands) — shares 1978 1979 1980 1981 1982 
Total labour force Ах 11 308 100.0 1.4 1.3 1.3 2 1.2 
Employment outside agriculture 6 350 56.2 4.6 4.3 3:3 2.9 2.4 
Employment in agriculture 3 636 32.2 = py al lie —1.0 = 015 
Employment abroad 762 6.7 = =: IS) 0.0 —1.0 
Job seekers 861 7.6 5.0 3:7 3.0 3.0 6.4 
Vacancies и 71 0.6 14.3 Vi OES les) —7.8 
Effectively unemployed? 560 4.9 5.0 3.6 3.0 3.1 6.5 


Source: National statistics. 


а Official estimates of the number of persons registered as unemployed who are genuinely seeking work. 


TABLE 2.2.3 


Yugoslavia: Wages, costs and prices: 
(Annual percentage change) 


——————————Жж—ж———8—————_—_—_ 


1978 1979 1980 1981 1982 
Real wages 5.8 0.1 Shs) S50) —24 
Nominal wages 0. 20.5 20.5 33.6 28.4 
GNP price deflator . . . . . 14.9 20.7 30.3 40.1 31.6 
Wages costs per unit of output . 15.7 17.4 Piles) 35.6 31.4 
Industrial producer prices . . . 8.4 13.2 fee 44.7 28.6 
Agricultural producer prices . . 11.4 25.6 35.6 52.9 43.8 
Export prices Lb so aes. 8.7 14.9 19.3 8.5 6.0 


Import prices 
Retail prices 


4.6 19:3 19.6 10.4 1.6 
13.4 21.9 30.4 46.0 30.7 


Source ; National statistics. 
в Wage data refer to the whole economy. 


repayment of debt. Due to an adverse combination of 
internal (a large current deficit and a heavy debt burden) 
and international circumstances (reduced availability of 
new borrowing), the adjustment process has been more 
prolonged and more painful than in the 1973-1975 
period. The difficulties of adjustment have been further 
aggravated by the recession in the industrial market 
economies, which has affected exports, and by high 
interest rates which have accentuated the debt burden. 


The degree of adjustment to be made may be indicated 
by the size of the petrol bill, the deficit on the current 
account and the level of foreign debt. In terms of GDP, 
the net oil bill jumped from 1.9 per cent in 1978 to 3.9 per 
cent in 1979. The deficit on the current account rose 
even more, from 1.9 percent to 6.8 per cent of GDP. The 
larger rise in the latter can be attributed to the three 
factors already mentioned - deteriorating terms of trade, 
rising interest rates and the deficit financing of invest- 
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TABLE 2.2.4 


Yugoslavia: Balance of payments 


1978 


1979 1980 1981 


р А 


Volume growth 


Exports — 0.8 
Imports 1.0 
Terms of trade 3.9 
Trade balance — 4630 
Exports с.1./. 5 809 
Imports f.0.b. : 10 439 
Balance on services and transfers 3 347 
Remittances 1 670 
Tourism 1 002 
Transportation 610 
Interest 325 
Other м 390 
Balance оп current account —1 283 
Capital account 1 654 


Annual percentage change 


— 0.4 10.7 7) — 6.7 
8.0 —10.1 —5.3 — 13.7 
—3.7 — 0.3 — 1.7 4.3 
Million current US dollars 
—7 225 —6 086 — 4323 —2 700 
6 794 8 978 10 205 9 800 
14 019 15 064 14 528 12 500 
3 564 3 795 УЗИ 2 649 
1710 1 539 1 709 1 300 
1 028 1 515 1 588 1 430 
731 832 899 996 
— 633 —1084 —1 621 — 1895 
728 993 802 818 
—3 361 —2 291 — 946 —51 
23S 2119 551 1 049 


Source : National statistics and direct communication to the ECE secretariat. 


ments. The last factor rose rapidly in response to the 
need to employ some 400 thousand Yugoslav workers 
previously employed abroad. Altogether, the total gross 
foreign debt in 1980 amounted to $19.2 billion: the net 
foreign debt in convertible currency was some $16 billion 
($17.6 billion in gross terms) and the debt burden (net 
repayments of credits plus net interest payments) 
reached approximately 19 per cent of export proceeds in 
convertible currency. Foreign currency reserves 
amounted to $2.6 billion. 

The pace of adjustment managed so far has been very 
fast. The current account deficit was virtually eliminated 
in 1982, even though the net oil bill stood at 3.7 per cent 
of the GDP. The bulk of this shift is due to adjustment 
policies, although there was a slight improvement in the 
Yugoslav terms of trade in 1982 and some savings were 
obtained in the consumption of oil. The fall in the deficit 
led to a deceleration in the growth of the gross foreign 
debt, which at the end of 1982 amounted to $20.6 billion, 
(the total in convertible currency was $19.2 billion gross 
and $17.6 billion net). However, since there was an 
increase in the proportion of short term debt with 
relatively higher interest rates, the debt burden in 1982 
rose to nearly 26 per cent of earnings in convertible 
currency. At the same time, foreign currency reserves 
fell in 1982 to $1.7 billion. The net increase in debt was 
used to finance part of the interest payments and also 
imports of capital goods and intermediate products 
needed to sustain exports. 

Of the five basic methods of adjustment tried in other 
industrialized countries in deficit, four have been applied 
so far in Yugoslavia: increased export market penetra- 
tion, import substitution, reductions in external financ- 
ing, and a slowing down in the growth of domestic 
demand, the latter also implying the stabilization of 
domestic prices. All these policies fall primarily within 
the field of cost and demand management. So far the 
supply side of the adjustment process, i.e. the mainte- 
nance of a relatively high rate of growth of output, has 
received less attention. The growth of industrial output, 
which is the major supplier of exportable goods and 
import substitutes, was allowed to decline to the point of 
virtual stagnation in 1982. However, rapidly expanding 
output — as the fifth method of adjustment that has been 
successfully applied in a number of newly industrialized 
countries which have had to go through a similar 


adjustment process — is the only way in which export 
promotion and import substitutions can be established as 
a dynamic and a lasting process. During 1980-1982 
there was little room for such an approach in Yugoslavia, 
although it is questionable whether it could have been 
applied to a greater degree in the previous period of 
adjustment in the mid-1970s. 

The diminishing attention given to the growth of output 
is explained primarily by the need to obtain quick and 
sizeable economies in the existing level of imports, which 
in turn affected capacity utilization and the pace of net 
investment. The pressure to reduce the investment ratio 
was increased by the fact that there was already spare 
capacity in the country by 1980, especially in manufac- 
turing industry. It was then argued that for a number of 
years after 1979 emphasis should be on a fuiler utilization 
of these capacities rather than on the building of new 
ones, an emphasis which would permit considerable cuts 
in investment and imports of capital goods. Investments 
had been considered anyway to be too high and largely 
responsible for the existing demand pressure. Conse- 
quently, the investment ratio (calculated on the basis of 
GNP in constant 1972 prices) was gradually reduced 
from 34.5 per cent in 1979 to 26.3 per cent in 1982 and the 
intention is to reduce it still further, to some 21 per cent in 
1983. At the same time, a lower rate of industrial growth 
has also led to savings in imports of intermediate 
products. 

It should be pointed out that a lower rate of growth of 
output over the medium-term can also provoke supply 
problems and endanger the adjustment process, es- 
pecially as far as structural imbalances are concerned. A 
prolonged decline in investment may also make it more 
difficult to reduce the level of spare capacity, because of 
a lack of investment to overcome bottlenecks in the 
energy and intermediate products sectors, which are by 
the nature of things capital intensive and slowly 
maturing. With an inadequate growth of supplies of 
inputs exports lose their potential to offset the decline in 
domestic demand and imports are reduced directly 
rather than through the substitution of domestic produc- 
tion. Both necessarily lead to continuous slowdown, 
stagnation and even declines in output and to increased 
shortages in the domestic market which, in turn, further 
hamper the adjustment process. A development similar 
to this did in fact occur in 1982. 
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TABLE 2.2.5 


Yugoslavia: Money supply 


ИИ et 


Amount 

end-1980 1978 

Money supply (M1)... . . 461.7 64.2 

Bank credits 1 568.4 213.1 
Foreign exchange transactions —261.9 
Non-monetary deposits? — 844.9 


Source : National statistics. 
* January-November 1982. 
> Minus sign indicates a rise in deposits. 


The alternative to growth is to go on cutting domestic 
demand (or supplies to the domestic market which 
necessarily create shortages) in order to obtain a further 
improvement in the foreign current account via in- 
creased exports and lower imports. This strategy 
appears to imply the need for priority to be given to 
imports of energy and other intermediate products, 
within an already reduced import bill, in order to create 
room for at least a modest rate of industrial growth. The 
economic policies envisaged for 1983, in fact, are based 
partly on such a scenario. However, beyond 1983 rising 
exports and further import substitution can hardly be 
expected without a marked recovery of industrial output. 


(b) Absorption of the deficit on current account 


In this and the following sections policies towards and 
changes in the current account will be dealt with in 
somewhat greater detail. The current account deficit was 
slashed from $3.7 billion in 1979 to about balance in 1982 
(in convertible currency from some $3.5 billion to less 
than $0.9 billion). The adjustment was centred on the 
balance of merchandise trade, where the deficit declined 
from $7.2 billion in 1979 to some $2.7 billion in 1982 (in 
convertible currency from $6.5 to $3.2 billion). The 
surplus on services and transfers had been increasing in 
1980 and 1981 but declined in 1982 (to roughly $2.6 
billion). The latter decline was due to an overvalued 
dinar, which affected tourism, and also to changes in the 
foreign currency regime (see below) which — at least 
temporarily — affected remittances. 

The improvement on the foreign trade account was due 
to an expansion in the volume of exports, a decline in the 
volume of imports and a slight improvement in the terms 
of trade. The volume of exports expanded by some 11 and 
12 per cent in 1980 and 1981 respectively but declined by 
nearly 7 per cent in 1982. The volume of imports 
declined by 10 per cent in 1980, 5 per cent in 1981 and by 
a further 14 per cent in 1982. Changes in exports to and 
imports from countries with convertible currency were 
less marked but in the same direction. Equipment and 
consumers goods dominated the changes in both exports 
and imports. The terms of trade, which remained 
unchanged in 1980, deteriorated by 1.7 per cent in 1981 
but improved by some 4.3 per cent in 1982. 

Policies have centred on changing relative costs and 
both the level and pattern of domestic demand in order to 
raise external competitiveness and, hence, the export- 
able surplus. They are also aimed at price stabilization 
and a further limitation of domestic absorption. | 

Following the necessity for changes in relative prices, 
the domestic currency was first devalued by 20 per cent 
in June 1980; it then floated between mid- and end-1981 


— 19.4 
1295 


Billion dinars 


Changes during period 


1979 1980 1981 19822 
59.8 86.5 122.6 102.3 
258.4 350.7 359.4 285.0 
9S — 147.6 = 1392 — 198.8 
el 2051 — 116.6 11236 — 16.1 


depreciating by 15 per cent against the US dollar. There 
was a Slight recovery in the late summer and early 
autumn of 1982, but this was followed by a further 
devaluation of 20 per cent in October 1982. This 
continuous fall in the exchange rate reflects the failure to 
stabilize domestic prices. Improved external competi- 
tiveness, therefore, had to be sought through other 
measures. Exports were given various concessions, 
including easy credit conditions. For certain enterprises 
increased imports were conditional on a corresponding 
rise in their exports. Moreover, imports were discour- 
aged by some administrative measures. 

Demand policies were formulated so that exports 
should be encouraged and imports discouraged. The 
volume of domestic demand was reduced by 1.2 per cent 
in 1980, 3.7 per cent in 1981 and 1.5 per cent in 1982. 
Most of this fall in total demand was borne by fixed 
investment. Public consumption — judged to be rather 
high up to the end of the 19703181 — was declining 
throughout 1980-1982. Private consumption fell only in 
1981; in 1980 and 1982 it increased slightly, but real 
wages declined throughout the period. 

Attempts to stabilize domestic prices, as mentioned 
already, were not very successful, hence the rise in 
domestic demand in nominal terms was high. It first 
accelerated from 26 per cent in 1979 to 28 per cent in 
1980 and then again in 1981 to 35 per cent. However, 
there was a sharp deceleration in 1982 to 27 per cent. 
Money supply (table 2.2.5) increased less rapidly than 
nominal incomes and to that extent depressed the 
nominal rise in demand, but decline in the savings rate, 
the weakness of incomes policies, uncontrolled credit 
transactions among enterprises, and the rise in money 
velocity all acted in the opposite direction. A faster rise 
in prices than in nominal demand resulted in the above 
mentioned decline in the volume of total demand. 
However, the rise in the volume of private consumption 
was the principal cause of the weakening trend in exports 
in 1982. From this point of view the freezing of the 
prices of certain consumer goods, introduced in the 


181 Defined as the total of all taxes, contributions and other duties, 
public consumption amounted to 46.4 per cent of GNP used in 1978 
and 46.5 per cent in 1979. During 1980 and 1981 its share declined to 
44.6 and 43 per cent respectively, but these percentages are still very 
high for the present over-all level of economic development of the 
country. (Saopstenje p.6). Public consumption in Yugoslavia includes 
two categories of spending, namely, collective (education, science, 
culture, health, welfare, physical culture, pension and disability 
insurance and public utilities), which is financed mainly by personal 
contributions, through special institutions called self-management 
interest communities, and general (national defence, government 
administration at all levels, judiciary, etc.) which is financed through 
budgets and/or taxes, duties, etc. For a more detailed analysis of the 
subject see “Етапсшр of Collective and General Social Needs” (in 
English), Yugoslav Survey, Vol. XXII, No. 3, August 1981, рр.31-40. 
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summer of 1982, was hardly a step in the right direction, 
all the more so since wage costs — due in part to an 
inefficient wage policy — were allowed to increase 
unduly. 


(c) The reversal of the deficit into surplus 


In the official view the adjustment process, should 
continue in 1983 with the achievement of a surplus on the 
foreign current account. A current account surplus of $1.8 
billion ($1.5 billion in convertible currency) is projected 
for 1983, the bulk of which is intended to replenish the 
foreign currency reserves, which were some $1.7 billion in 
1982. If this target is reached, the adjustment problem 
will be greatly eased: the country would be capable of 
meeting its foreign interest obligations and foreign 
currency receipts from the current balance and fresh 
borrowing would be needed only to help in financing 
current repayments of principal. The level of foreign 
debt would remain unchanged in 1983 and the way to its 
gradual repayment — which is scheduled to begin in 1984 
— would be opened. 

In support of the balance of payments target, a rise of 9 
per cent in the volume of exports (20 per cent rise to 
countries with convertible currency) and a decline of 7 
per cent in the volume of imports (13 per cent from 
convertible currency countries) are planned for 1983. 
Within the reduced import bill imports of intermediate 
products will be allowed to increase by 4 per cent in order 
to sustain the projected growth of industrial output. 
Thus the trade deficit would be reduced substantially, to 
some $1.2 billion, and this would be more than offset by a 
surplus of $3 billion ($2.6 billion in 1982) in services and 
transfers. Tourism is expected to increase by 25 to 30 per 
cent (largely a recovery of the ground lost in 1982), 
construction activity abroad by 15 per cent and transport 
services by 10 per cent; emigrants remittances, on the 
other hand, are expected to decline further. 

Policies in support of these objectives will be similar to 
those in preceding years, but will be pursued more 
vigorously. They continue to seek changes in relative 
costs and reductions in domestic demand in order to 
secure a further decline in the rate of inflation. 
Moreover, a number of new measures has been intro- 
duced to make exports more attractive, to maximize 
foreign currency receipts from actual exports, tourism 
and other services, and to raise foreign earnings in 
general. More vigorous measures will be applied to 
contain domestic inflation and to preserve the competi- 
tive advantage of the devaluation for as long as possible. 
Yugoslav economic policy is now committed to the 
maintenance of a realistic exchange rate. As already 
mentioned, the domestic currency was devalued by 20 
per cent in October 1982 and its impact on foreign trade 
is expected in early 1983. This devaluation may be more 
effective than previous ones, as it is combined with a 
partial price freeze which was introduced in the summer 
of 1982 and will be continued in 1983. Nevertheless 
prices will continue to increase if only to permit the 
adjustment of domestic to foreign prices. 

The adjustment process will henceforth be sustained 
by energetic demand policies. Against expected increases 
in industrial and agricultural output of 2 and 2.5 per cent 
respectively, the volume of total domestic demand is 
planned to fall by 10 per cent, of which investment in 
fixed assets by 20 per cent, public consumption by 12 per 
cent and private consumption by 6 to 7 per cent. Real 
wages should fall by 6 per cent. In nominal terms 
demand should increase more moderately than in 1982 
and, therefore, a smaller price increase is implicit in the 
fall in real demand. A slow increase in output, together 
with further import substitution, will further ease the 
demand for imported intermediate products. Credit 


policy will be tightened further, and the policy of negative 
real interest rates — pursued for many years — will be 
abandoned; credit transactions among enterprises will 
be checked and new investment in the productive sphere 
will be authorized only if sufficient self-financing is 
available. Investment in non-productive sectors (except 
housing) will be stopped altogether; hire-purchase 
credits will be cut severely, budget expenditures consid- 
erably reduced and wages will be allowed to increase by 
much less than the rise in enterprise net income and 
prices. Moreover, in order to restrain demand in product 
markets, policies will attempt to change the pattern of 
private expenditures and to raise savings. Economic 
rents and economic prices for communal services and 
energy will be introduced gradually, and over the 
medium-term these will lead to substantial changes in 
family expenditure. Savings will be stimulated largely by 
interest rates: these were increased sharply in January 
1983 — both for enterprises and individuals — to 23 per 
cent on time deposits exceeding 2 years and 28 per cent 
on deposits exceeding 3 years. In the past the highest: 
levels of interest rates were some 14 per cent in 1981 and 
20 per cent in 1982. The rate of interest charged on 
investment loans will increase even more, thus encourag- 
ing a more rational allocation of scarce capital 
resources. !82 

Other policies have been introduced to encourage 
exports and reduce imports. Exporting enterprises will 
enjoy privileges in obtaining supplies of foreign currency 
to finance imports of intermediate products and comple- 
mentary equipment, but they will be obliged to export 
more than they import. Exporters will also enjoy tax 
advantages on their export earnings and will have 
preferential access to finance for export work in progress 
and for exports of equipment. Additional discourage- 
ment to imports will come from the obligation on 
enterprises to surrender a considerable portion of their 
foreign currency earnings. To help debt repayment, the 
National Bank will also take all the proceeds from 
foreign exchange offices. 

One objective of Yugoslav policies is to increase the 
surplus from exports of services. One way of doing this is 
to reduce Yugoslav expenditure on foreign travel.183 

Another objective is to maximize official holdings of 
foreign currency actually available in the country. 
Private trade in foreign currency in the domestic market 
has diminished these official holdings and has affected 
monetary policies. To cope with this situation a number 
of measures were introduced in October 1982, and 


private trade in foreign currency in the domestic market 
has been supressed. 184 


‘8? An increase of interest rates has been advocated in several 
OECD economic surveys of Yugoslavia. In the latest one (Yugoslavia, 
OECD Economic Surveys 1981-1982, Paris, 1982, pp.49—50) it is argued 
that the changes introduced up to mid-1982 were not sufficient: 
“Interest rates are still substantially below the rate of inflation and 
further increases are needed if enterprises are to be subject to 
reasonable economic discipline in making their investment decisions 
ace More realistic interest rates would also reduce the attractiveness of 
capital-labour substitution and thus foster employment growth”. 

183 Since October 1982 Yugoslavs must pay a deposit of 5,000 dinars 
(some $80) when going abroad and this sum is raisd by 2,000 dinars for 
each additional voyage abroad in the course of the same year. The 
deposits bear no interest and are recoverable after one year. Yugoslavs 
working abroad are not subject to this regulation. 

184 However, Yugoslavs still retain the right to hold their savings in 
foreign currency, and to deposit them in commercial banks at attractive 
rates of interest (7.5 per cent for sight deposits, 9 per cent for those 
exceeding one year, Il per cent for two years and 12.5 per cent for three 
years). These deposits may be used for payments within and out of the 
country, but there is now a temporary limit on the amount of cash that 
can be drawn against each account ($250 per month) and the value of 
goods that can be imported (about $25). However, there are no 
restrictions on cheques drawn against these accounts. Apart from 
certain restrictions on the amount they may import, Yugoslavs living 
abroad are exempt from these measures. 
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The general reappraisal of Yugoslav economic policies 
led to a modification of the foreign exchange system at the 
end of 1982. Until recently this system involved 
identifying the foreign payments position of the individ- 
ual republics and provinces of Yugoslavia within the 
over-all national balance of payments. Given the over- 
all scarcity of foreign exchange, this encouraged the 
republics and provinces to link imports to their own 
export performance, as well as the substitution of foreign 
for domestic currency within the country and the de facto 
suspension of a unified foreign exchange market. This 
gave rise to illegal transactions in foreign currency and to 
considerable misallocation of foreign exchange. To 
correct this situation temporary measures were intro- 
duced in May 1982 and more decisive steps were taken at 
the end of 1982. The main feature of the new legislation 
is the supression of regional payments balances, and this 
should lead to the elimination of the above-mentioned 
weaknesses in the foreign currency regime.!85 (The new 
_ measures also provide for priority to be given to the 
repayment of foreign debt, which should enhance 
financial co-operation with foreign countries.) 

In conclusion, it may be asked how realistic are these 
expectations for 1983. It is clear that the cuts in domestic 
demand, together with the expected rise in industrial and 
agricultural output do provide room for the expected 
increase in exports, a fall in imports and a rise in the 
current account surplus. Moreover, the expected growth 
of industrial output can be achieved with the projected 
increase in supplies of intermediate products, which 
includes a 4 per cent increase in imports of these 
products. 

However, it is less certain whether the proposed cuts in 
domestic demand can actually be implemented and 
whether foreign demand will be strong enough to support 
the planned rise in exports. Concerning domestic 
demand, two points should be made. First, considerable 
care is required on the part of the government if it is to 
achieve cuts in demand with the support of the 
population. Secondly, the instruments of demand 
management need to be improved considerably in order 


185 Such a change was also suggested by the OECD (op.cit., р.50): 
“The organization and management of foreign trade and foreign 
exchange would seem to require modification so as to promote a rapid 
increase in net exports of goods and services over the medium-term 
which must remain a principal objective of ройсу.....Опе further 
consideration is that while export performance would be improved by a 
lowering of trade barriers against Yugoslav exports, greater unification 
of foreign trade and exchange markets is also very important”. 


to translate possibilities into reality. The most uncertain 
factor is the development of wages, as incomes policies 
are weak and, so far, the co-operation of all the parties 
involved has not been ensured. 186 

As for exports, several conflicting factors are at work. 
First, demand in the industrial countries may not recover 
as expected. This problem is accentuated by the fact that 
the Yugoslav plan implies a certain gain in shares in 
western markets, but during the last several years the 
opposite trend has prevailed. However, given the fact 
that imports into OECD countries from Yugoslavia are 
marginal (roughly 0.33 per cent of the total) the reversal 
of this trend, even in the case of stagnating over-all 
demand, is not impossible. Secondly, another adverse 
point is that a considerable proportion of Yugoslav 
exports is facing rising protectionism in OECD markets 
—textiles, foodstuffs and metal processing in particular. !87 
However, possibilities for the expansion of exports, even 
for these products, have been improved by the recent 
agreement between Yugoslavia and the EEC. In fact, a 
number of the quotas granted to Yugoslavia under this 
agreement were not filled in 1982 because of the lack of 
domestic supplies. Thus there does appear to be room 
for an expansion of exports, but much will depend on the 
success of national policies. 


186 After a new basic economic law (Associated Labour Act) was 
passed in 1976, incomes policy in Yugoslavia has been regulated by a 
large variety of acts (laws, self-management agreements and self- 
management compacts) and influenced by many economic and 
political organizations. Final decisions, however, are taken by the self- 
management organs of the enterprises themselves. On the basis of five 
years experience it was found that there was not satisfactory co- 
ordination between the acts regulating incomes policy and the subjects 
influencing it. Consequently in January 1983 the Federal Parliament 
strongly supported the trade unions’ initiative to prepare a new federal 
social compact on incomes policy in the country. See Borba, 13 January 
1983, p.4. 

'87 During the 1970s other south European countries were also 
facing increased competition from the newly industrialized countries 
(NICs) in the OECD markets. In a recent ECE study it was stated: 
“During the 1970s, all selected (south European) exporters, except 
Yugoslavia, increased their shares in total OECD imports of 
manufactures. However, the share of southern Europe increased less 
than that of the NICs, especially in the second half of the decade”. 
(The Relative Performance of South European Exports of Manufac- 
tures to OECD Countries in the 1970s: An Analysis of Demand Factors 
and Competitiveness”, Economic Bulletin for Europe, Vol. 34, United 
Nations, Geneva, 1982, p.3.51.) As far as Yugoslavia is concerned, its 
share of OECD markets was increasing over the first half of the decade 
but this was more than reversed in the second half, so that in 1980 its 
share in total OECD imports had fallen to 0.38 per cent as compared 
with 0.40 per cent in 1970 (op.cit., p.3.10). 
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CHAPTER THREE 


EASTERN EUROPE AND THE SOVIET UNION 


3.1 GENERAL DEVELOPMENTS 


The year 1982 has specific dual significance in the 
economic development of eastern Europe and the Soviet 
Union. As the second year of the 1981-1985 planning 
period it should be evaluated mainly in relation to the 
objectives laid down in the countries’ five-year plans, 
and in their annual plans for 1982. However, the fact 
that most five-year plans for the 1981-1985 period were 
finaily approved either in the middle of 1981 or at the end 
of that year means that 1982 is only the first year in which 
the policy guidelines incorporated in these plans could 
take full effect. At the same time, since one year is too 
short a period in which to bring about substantial 
changes in previous trends of development, 1982 should 
also be viewed in relation to such trends over the last few 
years. Thus, in addition to the usual analysis of actual 
performance in relation to annual plan targets, this 
chapter will also examine medium term development 
trends since 1976, during which important changes took 
place in the pace and pattern of advance in eastern 
Europe and the Soviet Union. It will also examine the 
dispositions made in the five-year plans for 1981-1985 to 
eradicate the causes of problems which built up over the 
previous quinquennium, and to provide room for a 
return to a more balanced and efficient advance. 
Following this general approach, this section will 
analyze, in particular, four main areas: the growth of 
national output (sub-section (i)), factor inputs and 
efficiency in their use (sub-section (11)), foreign economic 
relations (sub-section (iii)), and the overall allocation of 
net material product (sub-section (iv)). Finally, in sub- 
section (v), a condensed review of policy objectives for 
1983 in the centrally planned economies of eastern 
Europe and the Soviet Union is presented. 


3.1(i) Growth of national output 


Overall economic growth in the seven countries of the 
region taken together — measured in terms of net material 
product — recorded an increase of some 1.8 per cent in 
1982. Compared with most developed market economies 
and the bulk of developing countries, this rate of 
expansion can be considered relatively high — particular- 
ly when the unfavourable conditions prevailing in the 
world economy are taken into account. However, the 
two other criteria retained above — medium term growth 
trends and the five-year and annual plan targets — suggest 
an interpretation of developments in 1982 within a 
longer term context. 

The easing in growth recorded in 1976-1980, analyzed 
in the Economic Survey of Europe т 1981,'°* appears to 
have continued in 1982. This can be seen from the data 


188 Op.cit., pp.133-140. 
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presented in tables 3.1.1 and 3.1.10 and is even more 
striking as presented in chart 3.1.1. With regard to the 
growth of net material product (NMP) these data suggest 
three conclusions. First, the decelerating tendency 
apparent in 1981-1982 is not a new or unprecedented 
phenomenon but a part of the longer term trend which 
was expected to continue for some time. In fact, in four 
out of seven countries of the region (Bulgaria, the 
German Democratic Republic, Hungary and the Soviet 
Union), NMP growth targets in the 1982 annual plans 
were set to a greater or lesser extent at rates below 
performance in 1981. Second, looking back further than 
the two latest years, it seems that there was a downturn in 
an already decelerating trend in 1979, when aggregate 
average annual NMP growth for the region as a whole 
was more than halved (from 4.9 to 2.3 per cent). A 
comparison of the aggregate result in chart 3.1.1 with 
those for eastern Europe (both excluding and including 
Poland) and the Soviet Union respectively clearly shows 
that this originated with the Soviet Union. The curves 
for eastern Europe indicate no similar fluctuation. 
Third, after the marked upward change that took place in 
1980, again exclusively due to the Soviet Union where 
there was a sharp reversion to a higher rate of NMP 
growth (from 2.3 to 3.9 per cent) — the slowdown in 
economic growth continued in 1981 and 1982. However, 
the annual changes in NMP growth rates were substan- 
tially smaller than during 1976-1979, especially in 1982. 
In fact, if the usual relationship between the growth rates 
of NMP used and NMP produced had persisted (the latter 
having been higher than the former in 1976-1980 as 
shown in sub-section (iv) below), the aggregate growth 
rate of NMP produced for the region in 1982 could have 
been about the same as the outcome for 1981. 
Another important aspect of developments in the 
centrally planned economies is the relationship between 
actual and planned performance. Indeed, comparison 
between the two in table 3.1.1 suggests two conclusions. 
First, the aggregate growth rate actually attained in the 
region in 1981 and 1982 (2.0 and 1.8 per cent respectively) 
lagged behind the corresponding annual average aggre- 
gate NMP growth rate envisaged in the 1981-1985 five- 
year plans (roughly 3.5 per cent). This finding should, 
however, be judged in the light of the fact that most 
individual countries’ five-year plans (either implicitly or 
explicitly, as in the case of the Soviet Union), deliberate- 
ly envisaged slower annual growth rates in the early years 
of the five-year period than for the period as a whole. In 
fact, the second conclusion derived from table 3.1.1, 1$ 
that only some two-thirds of the planned NMP growth 
rate for 1982 (1.8 per cent as compared with some 2.8 рег 
cent planned for the region as a whole) was attained. 
This implies that the average NMP growth rate in the 
last two years of the five-year period would have to be 


102 Eastern Europe and the Soviet Union 


CHART 3.1.1 


GROWTH OF NET MATERIAL PRODUCT 
(Annual percentage change) 
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rather high — in fact more than 5 per cent per year — if 
five-year targets are to be achieved for the region as a 
whole, even if the 3.3 per cent NMP growth envisaged 
for 1983 were attained. 

In most cases the comments on the main development 
trends in eastern Europe and the Soviet Union combined 
are true for both parts of the region (eastern Europe on 
one hand and the Soviet Union on the other). However, 
as already indicated above, there are differences between 
the two. Moreover, the specific circumstances which 
have affected economic developments in Poland signifi- 
cantly distort average or aggregate indicators for eastern 
Europe as a whole. Besides the usual references to 


1980 1981 1982 1983 
(PLAN) 


eastern Europe and the Soviet Union, therefore, the 
analysis will on occasion also distinguish between 
eastern Europe as a whole and eastern Europe excluding 
Poland. 

The deceleration of economic growth which character- 
ised the region was far more pronounced in the case of 
eastern Europe than in that of the Soviet Union.!®9 From 
an aggregate outcome slightly above 6.2 per cent in 1976, 


'89 Linear time trends were fitted to annual data for the years 1976— 
1982 as follows: eastern Europe, У = 2.7—1.3 x; the Soviet Union У = 
3.9—0.5 x; eastern Europe and the Soviet Union У = 3.6—0.9 x, where 


the Y г the annual growth rate in NMP and x is time (1977 = 1, 1978 = 
2, etc.). 


the growth rate for eastern Europe progressively declined 
— by an average of some 1.3 percentage points annually 
over the next five years. In 1981, there was even an 
absolute contraction of NMP by 1.1 percent. J udging by 
the preliminary figures reported by national statistical 
offices, however, the slowdown was halted in 1982, as 
NMP in the region remained at the level of 1981. 
Moreover, the 3.3 per cent aggregate NMP growth rate 
for 1983 implied by the individual national plans 
indicates that the east European countries now count on 
a recovery and indeed expect significant increases in 
NMP. 

Taking into account the specific situation of Poland, 
which will be discussed later, some conclusions can be 
drawn for the other five east European countries 
(Bulgaria, Czechoslovakia, the German Democratic 
Republic, Hungary and Romania). Both figures in table 
3.1.1 and graphs in chart 3.1.1 suggest several conclu- 
sions. First, the deceleration process in the five country 
sub-aggregate started in 1978, a year later than in the 
Soviet Union and Poland, and lasted through 1982. The 
aggregate NMP growth rate recorded for this group in 
1982 (2.3 per cent) was only 0.4 percentage points below 
that recorded in 1981 (2.7 per cent). Thus the slowdown 
in economic growth was much less than was recorded 
between 1978 and 1981 (0.8 percentage points annually). 
In addition, even in 1982 the aggregate growth rate in 
this indicator was still at a relatively high (though 
historically low) level. The upward change implied for 
1983 by the aggregate NMP growth rate plans of these 
countries (roughly 3.6 per cent) is less pronounced than 
for eastern Europe as a whole (including Poland). Again, 
this reflects the relative weight of Poland, which expects 
a bigger upswing in NMP in 1983. 

Besides the downswing in 1979 already mentioned, the 
development process in the Soviet Union since 1976 has 
another important feature. The moderation of economic 
growth — contrary to that in eastern Europe — has not 
been continuous, though the trend line does show a 
deceleration. In both 1978 and 1980, NMP growth 
recorded upward changes, significant in the earlier year 
and still substantial in the later one. Developments in 
the Soviet Union in recent years nevertheless had two 
characteristics similar to those in eastern Europe 
excluding Poland. First, the slowdown was on average 
quite small. It was even less marked (some 0.5 per cent 
annually) than in eastern Europe excluding Poland (0.8 
per cent per year). Secondly, it persisted into 1982. 

Two more factors should also be taken into account 
here. Overall economic growth of the country was 
seriously affected by a quite exceptional succession of 
downward changes in agricultural growth over a five- 
year period (1977-1981). This ended in absolute declines 
in output in three consecutive years (1979-1981). Hence, 
the initial slowdown in growth and subsequent contrac- 
tion of agricultural output — which in 1981 fell to the level 
of 1976 — explains а good deal of the slowdown in overall 
Soviet economic growth. However, industrial growth 
also displays a rather persistently downward trend (0.6 
percentage points annually) ever since 1978. In fact its 
growth rate declined from 5.7 per cent in 1978 to an 
exceptionally low, by historical standards, 2.8 per cent in 
1982. 

The year 1983 is expected to set the scene for an 
upward change in NMP growth of the Soviet Union. 
The annual plan for the year 1983 envisages a 3.3 per cent 
rate, higher than both the 3.0 per cent rise projected for 
1982 and the 2.6 per cent actually achieved. In fact, the 
downward trend may already have been checked even in 
1982: preliminary growth figures are based on the 
officially reported 2.6 per cent annual change in NMP 
used. There is still no reliable figure for NMP produced. 


In most previous years, the Soviet NMP produced was 
higher than NMP distributed. Hence, if this relation- 
ship also persisted in 1982 — as some other reported 
figures indicate!?° — the recent slowdown in economic 
growth in the Soviet Union may already have been 
arrested or even reversed. If so, the high weighting of the 
Soviet Union in the regional aggregate NMP growth 
figure would bring about a similar turnaround for eastern 
Europe and the Soviet Union taken together. 

Economic developments in individual east European 
countries (tables 3.1.1 and 3.1.10 and chart 3.1.2) show a 
much more varied picture than eastern Europe (both 
including and excluding Poland) and the Soviet Union as 
a whole. The country in which the downward trend of 
overall growth has been the most pronounced is Poland. 
Its origins go back beyond 1976. In fact, this trend can 
be considered in part a consequence of the excessively 
high growth rates which took place in the 1971-1975 
period (9.8 per cent annually). Though impressive, 
growth at such a pace was not sustainable as the bulk of it 
was financed from huge net borrowing from abroad 
which led to a progressive increase in the foreign 
indebtedness of the country. The overall implications of 
economic growth recorded over 1971-1975, however, 
were not fully taken into account and the 1976-1980 five- 
year plan envisaged a rather ambitious continued rise of 
NMP (7-7.3 per cent annually). No growth rate at that 
level was recorded in any of the following years. On the 
contrary, the deceleration process continued to gather 
pace during the quinquennium. 

This led to absolute declines in the NMP level in both 
1979 and 1980 of 2.3 and 6.0 per cent respectively. In the 
whole 1976-1980 period, Poland recorded an average 
NMP growth rate of 1.2 per cent only, as compared with 
the 7-7.3 per cent envisaged by the five-year plan. In 
1981, Poland recorded a further absolute decline of NMP 
by as much as 12.1 per cent — unprecedented in 
peacetime for a country of its size and level of 
development. Altogether in 1981, NMP produced was 
roughly one fifth smaller than that in 1978 and indeed 
was only slightly above its 1974 level. The different 
social forces engaged in political decision making to 
shape future developments did not reach the consensus 
necessary to check a further deterioration. A complete 
collapse of economic activity ensued. The process of 
economic reform announced in the country could not 
even start. In December 1981 the introduction of martial 
law affected all aspects, including economic, of the 
country’s life. During 1982, initiatives in three main 
areas were taken: to prevent a further deceleration in 
economic growth; to handle the increasingly complex 
foreign debt and debt servicing situation; and to restore 
normal relations between the main social forces of the 
country. 

Available information suggests that these efforts had 
some effect. In 1982 net material product fell by 8 per 
cent, which is a further decline in its already rather low 
level. But the decline recorded for the previous year 
(12.1 per cent) was reduced by one third, the first check 


190 After the session of the Council of Ministers of the Soviet Union 
on 9 February 1983, at which the annual plan for 1983 and the 
performance of the Soviet economy in 1982 were discussed, it was 
officially reported that labour productivity in 1982 increased by 2.7 per 
cent (Pravda, 10 February 1983, p.2). At the same time, figures 
presented in table 3.1.2 show that employment in the material sphere 
rose by 1.1-1.2 per cent in 1976-1978 and 0.7-0.8 per cent in 1979-1981. 
Hence, as in an economy of this size no big change in one year can be 
assumed, employment in the material sphere in the Soviet Union in 
1982 probably increased by 0.5-0.6 per cent. If so, the annual growth 
rate of net material product produced in the country would be 3.2-3.3 
per cent, i.e. 0.6-0.7 points above the 2.6 per cent growth of NMP 
used. However, no official confirmation of this estimate has been 
received. 
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TABLE 3.1.1 


Changes in growth of the net material product 
(Annual percentage change) 


—__ ee ee ee ee ee EEE EERE 


Net material 
product 
(billions Gross output 
ия м = Agriculture* Industry Construction’ 
: а ee о ЗН Ee ОР "ФО ee ee ee 
а Plan Actual Plan Actual Plan Actual Plan Actual 
Bulgaria 
31076-1980 ми Pine: Det 6.1 3.7 2.1 9.2 6.0 es 5.9 
1979 a ae ae 17.7 7.0 6.6 7.0 6.0 7.8 5.5 ae 2.9 
1980 a ae 20.5 5.7 57 В: —4.5 6.3 4.2 th 3.6 
1981 hae, yin cate OF 22.0 5.1 5.0 4.7 5.9 5.6 4.8 Ake 5.9 
1982 aoe as lyme toca 22.9 3.6 4.0 2:2 4.7 4.5 4.6 3.8* 1.5 
1983 НЮ: к 3.8 oe 2.7 aes 4.8 : Ea Bb 
1981-1985 ee Me Shi re 3.4 58 55 
Czechoslovakia 
1976-1980 В rf 4.9 3.7 2.7-2.8 1.6 5.7-6.0 4.7 6.2-6.5 3.0 
1979 Oe meee eres ee 460.7 4.3 onl 3.8 =) 4.5 В 5.8 25 
1980 т А ра hae 486.3 3.7 2.9 7.2 4.8 4.0 3.5 3.8 1.9 
1981 fests testes 2 472.0 2.8 —0.4 2.6 —2.5 2:7 eH) 2.8 — 1.4* 
1982 Вы. < 490.5 0.5* 0* 8:2 set 0.6* 1.0 AF —3.7 
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Hungary 
1976-1980 A rte Ed 5.4-5.7 39) 3.2-3.4 2.9 6.0 3.4 5.5-6.0 2.4 
УЕ. 3.0-4.0 1.9 3.0-3.5 —1.1 4.0 3.0 1.0 0.8 
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Soviet Union 
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TABLE 3.1.1 (CONTINUED) 


ee AIGA Oar seen 


Net material 
product 
(billions 

of national 
currency 
units) at 
current prices 


Net material 
product 


Plan Actual 


Agriculture* Construction?’ 


Actual Plan Actual 


а о ee о дан мо 


Ukrainian SSR 
1976-1980 


4.9 3.4 
1979 76.4 4.2 1.0 
1980 TS 35 1.0 
1981 79:9 3.8 3.0 
1982 86.0 3.6 3.5 
1983 ate 5 3.0 
1981-1985 3.6 

Eastern Europe 
1976-1980 6.6 3.9(5.0:) 
1979 4.6 2.5(4.5') 
1980 4.2 0.7(3.2:) 
1981 2.8 = (2.7) 
1982 2.4 — 0 12:3) 
1983 : 3.3(3.6') 
1981-1985 3.8 
Soviet Union and 
Eastern Europe 

1976-1980 23 4.2 
1979 4.4 23 
1980 4.1 2.9 
1981 3:2 2.0 
1982 2.8 1.8 
1983 : 3.3 
1981-1985 3.5 


ars 1.6 5.9 3.9 ang) 

4.5 -6.1 5.2 3.0 —2.0 
10.1 —4.9 4.0 2 —3.9 
16.9 ba) 3.5 2.8 0.1 

ts 5.3 4.0 2.7 
10.2 2.8 

2.3 4.2 

3.6 1.9 6.4 5.6 

4.1 0.7 6.0 4.5 

4.8 38-02) 5.2 3.0(4.2!) 

4.5 1.9(0.39) 39 ——0.5(3.4) 

4.1 0.6(2.8°) 2.8 0.6(2.2') 

2.5 " 4.1 р 

2.9 

3.2 Re) 6.3 4.8 

5.2 18 5.7 3.7 

7.4 26 4.7 3.4 

9.2 0 4.0 2.2 

8.1 2.8 4.2 2.2 

18 3.4 

2.6 4.4 


Sources: National statistics, plans and plan fulfilment reports. 


Мое: Throughout this chapter, unless otherwise stated, average annual percentage changes over five-year periods are average annual percentage changes between the final year of period shown 


and the final year of the previous five-year period. 


* For five-year periods average annual percentage changes оп the basis of previous five-year period total. 


ь Sitework. See footnote а to table 3.4.6. 


‹ The level of NMP shown for the German Democratic Republic is expressed at 1980 constant prices. The planned target for agriculture in the same country is expressed throughout in terms of 


net output (including food processing) as is that for Romanian agriculture, plan 1981. 


“Data refer to targets of the draft plan, at current prices, as reported in Trybuna Ludu, 20 December 1981, p.2 and 15 January 1982, p.3. 


* Sales at constant prices. 

Commodity production. 

* NMP used for net capital formation and consumption. 
"On the basis of 1976-1980 average annual output. 
‘Excluding Poland. 


since the downward trend began in 1973. However, 
according to official national assessments, the overall 
economic situation in the country is still rather difficult 
and complex.!?! Management of the foreign debt and 
debt servicing - despite a rescheduling of payments 
falling due in 1980 and 1981 — still faces the serious 
difficulties discussed in detail in Chapter 4 below. The 
overall social situation in the country has somewhat 
improved and by the end of 1982 martial law was largely 
lifted. But the full restoration of relations between all 
social forces has apparently still not taken place. A 2.3 
per cent increase in NMP is planned for 1983 within the 
framework of the three-year national development plan 
of the country. Taking all factors into account (including 
the low level to which NMP has fallen so far) the target is 
not unreachable, but it is subject to great uncertainty. If 
achieved, it would represent the first increase in the level 
‘of the country’s national income since 1978. 


191 At the session of the Sejm (the Polish parliament) at which the 
resolution on the three-year plan for 1983-1985 was approved, the 
rapporteur, Mr. J. Kaminsky, besides others, stated: “A point of 
reference for all prognoses and planning work is the diagnosis of the 
current state of the economy. This diagnosis is generally known: lack 
of economic equilibrium, a distorted market, large debts, a low level of 
industrial production, budget shortfalls, and rising inflation which has 
been increased by the pressure exerted by some milieux for increases in 
monetary income without corresponding increases in the production of 
goods and services”. — Trybuna Ludu, 29 December 1982. 


A pronounced moderation in the main indicators of 
economic development also took place in Romania. 
Though of a smaller magnitude than in Poland, it was 
still very substantial relative to the rest of eastern 
Europe. It is of interest that Romania too recorded 
rather high average annual growth rates in 1971-1975, 
even higher than in Poland (11.3 per cent, as against 9.8 
per cent in Poland). After 1976, a year when NMP 
growth was recorded at the same rate as in the previous 
quinquennium, downward changes continued to gather 
momentum over the next four years — on average by more 
than 2 percentage points per year. The average annual 
growth rate of NMP in 1976-1980 amounted to 7.3 per 
cent, as against the 10-11 per cent envisaged in the 
corresponding five-year plan and the 11.3 per cent 
attained in 1971-1975. Nevertheless, the five-year plan 
strategy for 1981-1985 adopted by the national authori- 
ties included nearly the same growth rate as for 1976- 
1980 (an annual average of 7.1 per cent). Romania’s 
overall level of economic development - it is the least 
industrialized country in the region — still left some room 
for fast economic growth. But, judging by the perfor- 
mance actually achieved in the first two years of the 
1981-1985 period, it seems that those possibilities were 
nevertheless overestimated, as the average NMP growth 
rate of the country in 1981-1982 (2.4 per cent) was 
roughly one third of the average envisaged for the five- 
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year period as а whole (7.1 per cent). By the end of 1982, — servicing, the high consumption of energy and raw 
the national’ authorities explicitly described Romanian __ materials per unit of output, the still high import 
economic performance in 1981-1982 as unsatisfactory. 192 dependence of some crucial sectors of the national 
A set of measures to boost economic growth in the economy and lagging agricultural output. Achievement 
remaining years of the quinquennium was announced. __ of the changes called for in all of these areas would 
Most of them deal with factors which constrained certainly be required if the ambitious 5 per cent NMP 
economic growth in previous periods — debt and debt growth target for 1983 is to be attained. This annual 


growth target, even if achieved, does not make it certain 


'®* “In the first two years of the five-year plan, net industrial that the five-year plan objectives for the 1981-1985 
production increased about 7 per cent and commodity production by 


about 5 per cent. We must state frankly before the National period will be reached. To do so would Ce Or 
Conference and the people that these rates of development are than a doubling of the already ambitious 1983 planned 
unsatisfactory”. — Scinteia, 17 December 1982, p.3. growth rates in each of the remaining two years of the 


plan. The national authorities now rightly insist there- 
fore on some speeding up of economic growth in 1983-— 
1985 as compared with 1981-1982 rather than on 
fulfilment of the five-year plan targets at any price.!93 

In the remaining four east European countries the 
deceleration of economic growth was less pronounced 
than in the two already mentioned. In addition, their 
longer term paths of economic development include 
particularities which influenced their growth in 1982, in 
addition to the medium term developments observed 
over 1979-1982. 

In Czechoslovakia three periods of economic develop- 
ment can be distinguished since 1976. In the first period 
(1976-1977), NMP rose at an average annual rate of 4.2 
per cent. Constraints leading to a moderation in this 
performance, however, were already present in this 
country also, as this two year average rate was less than 
three quarters of the average rate of advance recorded in 
1971-1975 (5.7 per cent). Later on, expansion in 1978- 
1979 eased to a yet lower rate — an annual average of 3.0 
percent. Up to that point, nevertheless, development in 
the Czechoslovak economy still maintained a relatively 
fast tempo and, with Bulgaria and the German Demo- 
cratic Republic, its performance was the most stable in 
the region. An abrupt change, however, occurred in 
1981, when there was an absolute decline of some 0.4 per 
cent. It appears that during that year the national 
authorities took into account the real constraints 
imposed by the various factors which had brought about 
the deceleration. Hence for the 1981-1985 plan period а 
modest 2.0-2.6 per cent average annual growth rate was 
retained in the final version of the five-year plan. In line 
with this strategy, an exceptionally low NMP growth 
rate by historical standards was planned for 1982 (0.5 per 
cent). In the official report on the performance of the 
national economy during that year, however, no figure 
for the growth of NMP in real terms was provided. 
Taking into account the estimated overall price increases 
which took place in the country in 1982, the 3.9 per cent 
nominal increase in NMP reported could imply either 
fulfilment of the planned 0.5 per cent increase or even a 
further slight contraction in its level. These development 
trends in Czechoslovakia in recent years reflected a 
number of factors. Three of them — the redressment of 
foreign trade and payments imbalances, the high 
consumption of the main material inputs per unit of 
industrial output, and, particularly, the absolute decline 
in some fuel and raw materials supplies — played the 
decisive гое.194 Taking into account the efforts under- 
taken in the country to adapt to new conditions, a 
recovery to the 2 per cent NMP growth planned for 1983 
is possible. Even if this were to be achieved, an average 
annual growth rate in 1984-1985 twice as high as that 


193 In the report delivered at the National Conference, Mr. N. 
Ceausescu, the President of Romania, stated in this respect: “In view 
of the achievements of the first two years of the five-year plan and of 
the international economic situation, in the next three years of the 
fourth five-year plan we will place further stress on the intensive 
development of all branches of activity, on improving product quality 
and on enhancing economic efficiency. We do not intend to slow down 
further our rate of progress or to take shelter and wait for the storm to 
die down. We are determined to take every necessary measure to 
increase the speed of our progress despite the difficult conditions. 
Even if we do not manage to attain the high rates of development 
established in the five-year plan, we will still endeavour to achieve 
stronger development than in the first two years”. — Scinteia, 17 
December 1982, p.3. . 

194 The importance of this factor for developments in 1982 was 
emphasized in the report of the Czechoslovak government to the 
Federal Assembly on 30 March 1982, delivered by Mr. L. Strougal, the 
Federal Premier (Czechoslovak Economic Digest, 1982, No. 4, p.4-5): 
“This year we must start coping with the limitation, and in some 
spheres with the reduction of the absolute level of fuel, energy, raw and 
other material supplies, as well as with limited investments”. 
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envisaged by the five-year plan would be required if the 
1981-1985 targets are to be attained. 

In Hungary, the development process over the last few 
years included both upward and downward changes. 
Though the latter predominated, the slowdown in 
economic growth of the country would have been quite 
moderate if there had been no excessive increase in 
output growth in 1977. In fact, the large jump in the 
NMP growth rate from 3 per cent in 1976 to an extremely 
high 8 per cent in 1977 was financed by new borrowing. 
Hence, the downward adjustment in the next three years 
successively reduced NMP growth from 8 per cent in 
1977 to a 0.8 per cent contraction in its level in 1980 —а 
downward change of more than 2.8 percentage points 
annually. This indicates a deceleration second in 
magnitude only to Poland though it was spread over a 
shorter period. 

A critical evaluation of past development made in the 
country itself was reflected in the 1981-1985 five-year 
plan. The plan envisaged a 2.7-3.1 per cent average 
annual NMP growth for the quinquennium, and also 
included an explicit statement that, depending on 
circumstances, actual growth might fall outside the range 
proposed.!?° Developments in 1981 and 1982 seemingly 
confirmed the option chosen. In 1981, NMP in Hungary 
rose by 2 per cent. In 1982, however, development was 
highly influenced by an unexpectedly tense situation in 
foreign payments caused by the withdrawal of foreign 
deposits in the National Bank of Hungary in the first half 
of 1982 and also by difficulties in obtaining new loans.'?° 
Good foreign trade performance, together with some 
new net borrowing which become available after 
Hungary joined the International Monetary Fund in 
May 1982, helped the country to overcome these 
problems. In 1982 a further NMP increase of as much as 
1.5-2 per cent was recorded. This range might indicate 
that the recovery of economic growth that started in 1981 
continued. However, it could also imply that the 
slowdown has not yet come to an end. An additional 
argument for the latter possibility is the very low annual 
NMP growth rate envisaged for 1983 — only 0.5-1 per 
cent. Altogether, the growth rates actually attained in 
1981-1982 and the planned rate for 1983 (if not 
substantially exceeded) imply the need for rather high 
average annual expansion in 1984—1985 (more than three 
times higher than in 1981-1982) if the five-year plan 
target of economic growth is to be fulfilled. 

The slowdown of economic growth during recent years 
has been least pronounced in Bulgaria. In fact, the 
downward changes in this country started as early as 
1976. They continued in 1977 and 1978. In 1979, when 
all other countries of the region, except the German 
Democratic Republic, experienced marked or even 


195 The commitment of the Hungarian authorities to this approach 
has been repeated several times since the five-year plan was adopted. 
At the end of 1982 it was stated : “We have no free hand in choosing the 
growth rate, it being formed fundamentally by objective circum- 
stances. It is influenced by such factors as rational import opportuni- 
ties, the rate of increase of economical, competitive exports, domestic 
purchasing power fed by the increase of performance, the directions of 
economic development and the resources available for them, etc. The 
forcing of growth divorced from these circumstances leads to grave 
economic problems, influencing detrimentally the fulfilment of other 
economic goals”. — В. Szikszay, ““The Hungarian National Economy — 
Changing to a New Course of Economic Growth, Marketing in 
Hungary, 1982, No. 4, p.Il. | 

196 At the beginning of 1983, it was confirmed also Бу Мг. М. Timar, 
the President of the Hungarian National Bank, Népszabadsag, 6 
January 1983: “From the international financial point of view the first 
few months of 1982 were characterized by the withdrawal of short term 
deposits and increasing difficulties in raising medium- and long-term 
loans”. The withdrawal was also commented upon in the western 
press, e.g. Economist, 14 August 1982 and the Fi inancial Times, 31 
January 1983, though the two sources give different information about 
the countries concerned. 
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substantial downward changes in the rate of growth, 
Bulgaria recorded an upturn (from 5.6 per cent in 1978 to 
6.6 per cent). A continuous slowdown in NMP growth 
rates was recorded later — on average by some 0.8 
percentage points annually up to 1982. In that year a 4 
per cent growth rate — the highest in the region — was 
reported. The 3.7 per cent average annual growth rate 
planned for 1981-1985 is substantially lower than the 
average annual rate achieved in the previous quinquen- 
nium (6.1 per cent). This suggests that the Bulgarian 
authorities took into account changing conditions in 
both the national economy and in the international 
economic situation. Hence, the compound growth rate 
attained in 1981-1982 (4.5 per cent annually), the highest 
in the region, is also noticeably higher than the average 
envisaged for 1981-1985 (3.7 per cent) — the only country 
in the region for which this is so. The five-year plan 
targets, therefore, so far seem quite feasible. A further 
decrease in the NMP growth rate - this time to 3.8 per 
cent — is laid down in the national annual plan for 1983. 
This indicates that Bulgarian authorities have retained a 
strategy for 1983 similar to that of 1982, when “positive 
tendencies in stable socio-economic development and 
progressive structural changes in the economy were 
notediz!?’ 

The country in which economic developments over the 
last twelve years have developed in the most stable way is 
undoubtedly the German Democratic Republic. NMP 
growth during the last seven years showed little change in 
trend. This is particularly noteworthy if its high level 
(above 4 per cent) is taken into account. Two factors, 
both of which might normally be considered as unfavour- 
able, may have played an important role in the overall 
economic performance of this country. First, the energy 
and raw material bases of the German Democratic 
Republic are rather limited. Thus the country was not 
able to participate in the excessive expansion recorded in 
the first half of the 1970s in most countries of the region. 
It had to import a great deal of its material input 
requirements in conditions of deteriorating terms of 
trade.!98 In 1971-1975, in fact, the German Democratic 
Republic’s average annual NMP growth rate was the 
lowest in the region (5.4 per cent, as compared with 7.9 
per cent in eastern Europe and 5.7 per cent in the Soviet 
Union). Secondly, the transition to a lower, relatively 
steady growth rate occurred as early as 1975, if not 
before. Both factors forced the country to tackle the 
process of adjustment to a situation of ever scarcer and 
more costly material inputs earlier, and on a larger scale, 
than any other in the region. The 5 per cent NMP 
growth rate envisaged for the 1976-1980 period - after 
the Soviet Union, the lowest one in the region — was 82 
per cent attained. This was the second best performance 
in the seven countries, and not far from the 91 per cent 
attainment of the target by the Soviet Union. Moreover, 
economic performance in terms of NMP growth con- 
tinuously improved in the final years of the period — from 
3.6 per cent in 1978 to 4 per cent in 1979 and then to 4.4 
per cent in 1980. By the end of 1981 the country 
approved a five-year plan in which an average annual 
NMP growth rate of 5.1 per cent was envisaged. The 3 
per cent increase in NMP in 1982 — the first but 


197 Rabotnichesko delo, 29 January 1983, p.1. 

198 “Changes оп the world markets necessarily have a tremendous 
effect on our economy. In addition, the German Democratic Republic 
at present has to import about half of all raw materials and fuels it 
requires. Their prices, however, are rising much faster than the prices 
at which finished products, which the German Democratic Republic 
exports, are sold. This leads to economic strains”. — The German 
‘acto Republic's Economy in the 1980s, Berlin, Panorama DDR, 

2, p.20. 


nonetheless substantial drop in the rate of expansion 
since 1978 — suggests that the country’s capacity to offset 
adverse factors might have been overestimated. Even if 
the 4.2 per cent NMP growth target for 1983 is achieved, 
the German Democratic Republic would have to attain a 
rather high average annual growth rate in 1984-85 — 
higher in fact than in any year during the 1970s and 1980s 
— if the five-year plan targets are to be met. When 
assessing the actual and likely future performance of the 
country, it should be mentioned that its already tight 
energy situation deteriorated during 1982, particularly 
since the crude oil imports on which the country’s five- 
year plan are based (some 19 million ton per year) were, 
according to official announcements, cut by 10 per cent 
(see sub-section (ii) below). , 

The above analysis of national output growth in 
eastern Europe and the Soviet Union confirms the 
assessment made in the Economic Survey of Europe in 
1981: the various external.and internal growth con- 
straints did act as an obstacle to expansion after 1976. 
The increased stress placed upon the intensification of 
economic development, and in particular efforts to 
reduce output costs and especially energy consumption 
costs throughout the region, inevitably reduced overall 
growth possibilities. However, it also enabled a start to 
be made in adapting the structure of output and resource 
allocation to provide a basis for balanced future growth. 
The significant efforts made in all countries of the region 
to counteract the constraints, though not as fully 
successful as expected, did yield results. The continued 
slowdown in world economic activity, and the conse- 
quent reduction of centrally planned economies’ export 
possibilities to countries outside the region further 
complicated the effort to redress trade imbalances and 
reduce foreign debt. Compensatory action on the import 
side had effects not fully anticipated when the five-year 
plans were drawn up and approved. Nevertheless, the 
slowdown in economic growth was smaller in 1982 than 
in previous years and the adjustments already made were 
expected to make possible a recovery in 1983. However, 
the extent to which it will materialize depends heavily on 
further adjustment of the centrally planned economies to 
the requirements of intensive, increasingly efficient 
economic development. 

With regard to the sectoral pattern of development, 
industry (table 3.1.1 and chart 3.1.3) contributed the 
major part of economic growth in both eastern Europe 
and the Soviet Union. In 1976-1980, average annual 
growth of industrial output for the region as a whole (4.8 
per cent) was more than 3 percentage points higher than 
that of agriculture (1.7 per cent). This partly reflected an 
unusual sequence of bad harvests in several countries of 
the region, including the Soviet Union. However, 
downward pressures on the rate of industrial growth 
were also present. In the region as a whole the rate of 
industrial expansion declined continuously from 6.1 per 
cent in 1977 to 2.2 per cent in 1981 — оп average by more 
than 0.9 percentage points per year. In 1982 there was no 
further slowdown, but this reflected the specific circum- 
stances of development in Poland. Altogether, since 
industry is the largest sector of output in all the 
economies of eastern Europe and the Soviet Union, it 
can be argued that development in the industrial sector is 
the factor mainly responsible for the overall growth 
slowdown described above. 

In the case of eastern Europe, the downward changes 
started earlier and were more pronounced. After an 
excessively high and in the event unsustainable industri- 
al growth rate of 9.4 per cent in 1974, the rate of 
industrial expansion declined for seven years in a row 
and ended in an absolute contraction of 0.5 per cent in 
1981. This indicates an average change in the growth 
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rate of almost 1.4 percentage points per year. The real 
significance of the decelerating trend becomes clearer if 
it is mentioned that a slowdown took place even if the 
special case of Poland is excluded from the calculation. 
The moderating tempo of growth in eastern Europe 
excluding Poland has in fact continued into 1982. But it 
was less pronounced — on average about 0.8 percentage 
points annually between 1975 and 1982. Development in 
individual countries varied, as might be expected from 
the findings of the NMP growth analysis, and is taken up 
in section 3.3 below. 

Agriculture — as a sector uniquely dependent on 
weather conditions — in principle was expected to follow 
a path of development quite different from industry. 
However, a complex of circumstances induced by such 
diverse factors as weather, the supply of industrially 
produced inputs through to the management and 
planning of the sector brought about similar tendencies 
in agricultural and industrial growth (table 3.1.1 and 
chart 3.1.3). Taking into account the weight of agricul- 
ture in the net material product of the countries 
concerned — from 9 to 22 per cent in 1975 and from 7 to 17 
per cent in 1980!°° — it is clear that agriculture in itself is 
unlikely to have been the main source of the changes 
described in overall economic growth. But it is also quite 
clear that it significantly contributed to these changes, 
and heavily in some years. It is noteworthy that the 
downward changes in agriculture were much more 
pronounced in the Soviet Union than in eastern Europe. 
Due to its weight in the total agricultural output of the 
region — roughly two thirds — the slowdown in Soviet 
agricultural output, including absolute declines in the 
level of production in the years 1979-1981, was the main 
determinant of the size and direction of the changes in 
agricultural output in the region as a whole. In the case 
of eastern Europe, agricultural output increased at lower 
than expected growth rates, which also displayed a 
downward trend. However, only in one year (1980) was 
there an absolute decline (3.8 per cent) in the level of 
agricultural output. Individual countries in eastern 
Europe followed a different path of agricultural growth, 
as explained in section 3.2. 

Few comprehensive figures for the region as a whole 
are available for the construction sector in eastern Europe 
and the Soviet Union. Figures for 1982, moreover, were 
reported for only two out of six countries (Bulgaria and 
the German Democratic Republic). Nevertheless, data 
in individual years during 1979-1981, particularly when 
compared with average growth during the 1976-1980 
period, give some information on overall changes in the 
sector. In fact, construction growth rates clearly deceler- 
ated in recent years in Czechoslovakia, Hungary, Poland 
and Romania. An absolute contraction in the volume of 
construction activity was observed in at least one year in 
all of these countries. These changes can be explained in 
terms of the tendencies in overall economic growth, as 
the construction sector can be regarded as a dependent 
rather than an explanatory factor in NMP growth. In 
particular it reflects changes in investment activity. In 
Bulgaria, growth in construction output since 1975 
showed years of both upward and downward changes in 
the rate of growth,*°° but the latter prevailed. Annual 
growth rates of construction in the Soviet Union also 
varied, but also declined on the whole. Finally, in the 


199 Statisticheskii ezhegodnik stran-chlenov SEV (CMEA Statistical 
Yearbook), Moscow, Finansy i statistika, 1981, p.44. 

200 After 5 per cent in 1976 and 1.2 and 6.9 per cent in the next two 
years, the output of construction in Bulgaria grew by only 2.9 per cent in 
1979 and 3.6 per cent in 1980. It recovered in 1981, with a 5.9 per cent 

rowth rate — Statisticheski godishnik na Narodna Republika Bulgaria 
(Statistical Yearbook of the People’s Republic of Bulgaria), Sofia, 1982, 
p.255. 


German Democratic Republic, construction sector 
growth rates declined in 1976-1979, but they recovered 
in 1980-1982. Altogether, in later years, developments 
in construction can also be explained by changes in the 
pace of overall economic growth, though the relation 
between the two was weaker. It could be explained, inter 
alia, by levels of construction activity in the housing 
sector (see section 3.6 below), which recorded less 
pronounced downward changes in all countries of the 
region than construction as a whole. 


3.1(ii) Factor inputs and efficiency in their use 


Analysis of the main outcomes of economic develop- 
ments in eastern Europe and the Soviet Union in 1976— 
1980 in the Economic Survey of Europe т 198]?°} 
demonstrated that the slower development trends re- 
corded in the second half~-of the 1970s and at the 
beginning of the 1980s came about in part because of 
increasing scarcity of all factor inputs and, in the case of 
material inputs, also because of increases in their cost. 
Policies included in both the five-year and annual plans 
for 1982 in all countries of the region therefore call for 
significant increases in the efficiency of input use in all 
countries of the region. Though a year is too short a 
period to bring about important changes in this respect, a 
short review of recent trends in factor inputs and 
efficiency in their use is presented in this sub-section. 

With regard to the /abour force, table 3.1.2 and chart 
3.1.4 clearly shows two important developments in 1979— 
1982. First, with only a few exceptions, total employ- 
ment growth in the east European countries and the 
Soviet Union was rather slow — ш most cases below 1 рег 
cent per year. This is a reflection of longer-term 
demographic processes. Within this generally slow 
growth, three different situations can be distinguished. 
In Bulgaria and the German Democratic Republic, the 
growth of total employment was virtually stable, at 
around 1.2—1.3 per cent per year in the former and 0.5-— 
0.9 per cent in the latter country. In Czechoslovakia, 
Romania and the Soviet Union, the rate of growth of 
employment has been slowly declining, with exceptional 
and minor upward changes. Finally, in Hungary and 
Poland, total employment declined in absolute terms — as 
expected in the first case but not in the second.?° 
Secondly, employment in the material sphere in all 
countries of the region rose more slowly (or, in cases 
where total employment fell, it decreased faster) than 
overall employment. Altogether, the labour force contin- 
ued to act as a constraining factor, though there are many 
indications that the existing work force is not always 
used in the most efficient way. 

In a situation of ever scarcer labour resources, national 
policies have increasingly emphasized the importance of 
labour productivity growth, both in the five-year and 
annual plans (section 3.6 below). Judging by the 
available information (table 3.1.3), however, only partial 
results in this respect were obtained. In all countries of 
the region, including those in which labour productivity 
in some years rose faster than NMP, both upward and 
downward changes in labour productivity were recorded. 
Hence, the contribution of labour productivity to NMP 
growth varied even in the short term. This cannot be 
explained by the changes in the overall level of skills and 
capital intensity. Management and planning in some 


201 Op.cit., pp.133-140. 

202 Tn fact, the contraction of employment in Poland was partly a 
reflection of a new early retirement option scheme incorporated in a 
law passed in 1981. Out of a total of 793,000 employees who retired in 
1982, some 374,000 or almost one half did so on the basis of the early 
retirement scheme. Trybuna Ludu, 12-13 February 1982. 
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sectors may have had counterproductive effects in 
certain respects, but it 1s not likely that these influences 
affected growth positively in some years but negatively 
in others. Hence, it seems plausible that other factors 
affected NMP growth more than labour productivity 
itself. If so, growth of labour productivity — for some 
time at least — has continued to behave as a dependent 
rather than a determining factor of NMP growth. This 
point was examined tentatively in the Economic Survey of 
Europe т 1981253 and in more detail in section 3.6. 
below. At all events, labour productivity growth in all 
countries of the region has, so far, lagged behind the 
average Increase explicity or implicity targeted in the 
five year plans for 1981-1985. Developments in this 
respect, therefore, were subject to critical evaluation in 
the plan fulfilment reports of several countries of the 
region.2°4 

_ Investment is another area in which substantial 
improvements in performance have been expected in all 
countries of the region. In the previous quinquennium, 
‘the growth of capital intensity in most cases outstripped 
that of labour productivity and, hence capital productiv- 
ity declined. In most countries the five-year plans for 
1981-1985 envisaged investment growth rates ranging 
from slightly to substantially lower than those of NMP 
(table 3.1.4). Only in Bulgaria were these two growth 
rates expected to approach each other (3.6 per cent and 
3.9 per cent respectively). In Romania, an investment 
growth rate equivalent to some three quarters of the 
growth of NMP was planned. In Hungary and the 
German Democratic Republic, investment was expected 
virtually to stagnate, while in Czechoslovakia and, 
implicitly, in Poland, an absolute contraction in invest- 
ment levels was expected during 1981-1985. Altogether, 
in eastern Europe as a whole, investment was expected to 
flatten out in real terms. In the Soviet Union, the 
investment growth rate was planned at a rate below two 
thirds of the distributed NMP growth (2 per cent as 
against 3.4 per cent). 

According to reported (and in some cases estimated) 
figures for 1981 and 1982, attempts to improve the 
efficiency of investment have not proceeded at the 
desired rate either in eastern Europe or in the Soviet 
Union. The slowdown in NMP growth was bigger than 
expected. In most countries urgent requirements to 
redress foreign trade and payments imbalances exerted 
heavy downward pressures on resource availabilities 
overall. Hence, the growing scarcity of resources for 
domestic use resulted in an absolute contraction in gross 
investment in most countries of east European countries 
in 1981 (except Bulgaria and the German Democratic 
Republic) and in all countries in 1982. The only country 
of the region in which investment growth continued in 
both years was the Soviet Union - а rise of 3.8 per cent in 
1981 and 2 per cent in 1982. Altogether, in eastern 
Europe and the Soviet Union taken together, investment 
virtually stagnated in 1981 and declined by some 0.4 per 
cent in 1982. This reflects a deliberate intention to 
provide for further growth — ог at least to preserve 
already achieved levels — in consumption, even at the 
cost of a contraction in investments and slower NMP 
growth. Again, it should be recalled that the huge fall in 
gross investment in Poland (by 22.7 per cent in 1981 and 
a further 16 per cent in 1982) had a particularly big 
influence on the aggregates for eastern Europe as a 
whole. 


203 Op.cit., рр.167-168. 

204 “Тре main indicator of efficiency of the economy — labour 
productivity — grows at a pace which does not satisfy us”. — Y.V. 
Andropov, in Materialy plenuma tsentrainogo komiteta (Materials of the 
Plenum of the Central Committee), Moscow, Politizdat, 1982, p.8. 


In conditions of declining or even negative investment 
growth rates in the east European countries, the 
emphasis in policies was laid on increasing investment 
efficiency. As shown in table 3.1.5 and chart 3.1.5, 
however, there have been no substantial improvements 
in this respect. In fact, in the fourteen observations for 
1981 and 1982 (seven countries in two years), in only one 
(Bulgaria in 1981) was a positive change recorded in the 
productivity of capital.2°5 In all other cases capital 
productivity declined as it had done in most countries in 
1976-1980.7°® There have been some qualitative expla- 
nations of the phenomenon — deteriorating conditions in 
energy and in the raw material sectors,2°’ the share of 
which in total investment over recent years has in- 
creased; the increasing importance of environmental 
protection investment, etc.2°° — but no quantitative 
information has been published so far. However, it has 
been acknowledged that if the same trend continues, 
some countries may in the longer term reach a point at 
which annual capital costs outstrip increments in net 
material product.*°° 

No comprehensive aggregate figures for overall 
material input supplies and material intensity in 1982 are 
yet available for the centrally planned economies of 
eastern Europe and the Soviet Union. In the five-year 
plans for 1981-1985, all countries stressed that ever 
scarcer and more costly energy sources and raw material 
supplies dictated substantial decreases in their consump- 
tion per unit of output. The problem is particularly acute 
in view of the fact that such consumption levels are 
considerably higher than in the developed market 
economies. In most countries (as explained in the 
Economic Survey of Europe in 1981 and in section 3.3 
below) new norms for the consumption of energy and 
other material inputs per unit of output were set. 
Additionally, in some countries, new plan indicators 
were introduced in the form of specific norms for the 
reduction of costs per unit of gross or net output value. 
Judging by national reports on the fulfilment of annual 
plans in 1982, significant results were achieved in both 
energy and material input savings. But apart from the 
German Democratic Republic, which has remained an 


205 Ratio of NMP to fixed assets in the material sphere. 

206 However, it should be kept in mind that in certain conditions — 
and particularly in the short-term — capital productivity, similarly to 
labour productivity, may be a dependent rather than an explanatory 
factor of NMP growth, for example: “In Hungary, capital efficiency 
has deteriorated in recent years, which is incidentally a natural 
concomitant of reduced growth. If an economy developing at 5—6 рег 
cent per annum is stopped, it is inevitable that reserves of capacity will 
arise, since new capacities still expand at the old rate for some time”. — 
В. Csikos-Nagy, “Development Problems of the Hungarian 
Economy”, The New Hungarian Quarterly, Vol. XXIII, 1982, No.88, 
p.77. 

207 Here again the case of the German Democratic Republic is 
probably the most illustrative: “In order to achieve an annual growth of 
the national income of about 5 per cent, between 1971 and 1975 3.7 per 
cent more raw materials and fuels were available each year, the figure 
dropping to 2.3 per cent between 1976 and 1978 and to less than | per 
cent in 1981-1985. In absolute terms there will be even less energy 
available overall”. - The СРК’; Economy in the 1980s, Berlin, 
Panorama DDR, 1982, pp.20-21. я 

208 In Bulgaria, for instance, outlays for the protection of the 
environment between 1976 and 1981 increased nearly three times (from 
Ш.4 to 314.9 million leva), but the needs of the country in this respect 
were found to be much higher — Rabotnichesko delo, 14 May 1982, p.3. 

209 In the Soviet Union the importance of a balanced relation 
between capital intensity and capital productivity (fondootdacha) was 
particularly stressed by Mr. Е. A. Ivanov, Osnounye fondy, vosproiz- 
vodstvo i povyshenie fondootdachi (Fixed assets, Reproduction and 
Increase of Capital Productivity), Moscow, Znanie, 1978, pp. 38-39: 
“Calculations show that over the years of the ninth five-year plan 
(1971-1975) a total increase of almost 200 billion roubles of national 
income was obtained from the growth of the labour productivity. In 
the same period the decrease in capital productivity (i.e. faster growth 
of capital intensity as compared to its productivity), which for the 
whole economy fell by 15 per cent, led to the need for an additional 100 
billion roubles of investment”. 
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CHART 3.1.4(concluded) CHART 3.1.5 (concluded) 


СССР 
RSS 
USSR Bes 200 
180 
160 
140 
120 
100 
1975 1976 1977 1978 1979 1980 1981 1982 1983 1984 1985 1975 1976 1977 1978 1979 1980 1981 1982 1983 1984 1985 
Net material product. —————————_ NMP /gross product ratio. 
—.- NMP (Five-year plan) ———- - —— _NMP/employment ratio, material sphere. 
-=-=-=---- Employment, total. —_— — — — —- Fixed assets/employment ratio, total economy. 
——— —— Employment, material sphere. — — — Р/хед assets/employment ratio, material sphere. 
enennecncceeccnss Fixed assets, total. eeceeeeseceeseeee | Otal fixed assets/NMP ratio. 
Sree Fixed assets, material sphere. ..—-—-—-. Fixed assets, material sphere/NMP ratio. 
ADEE Se BS IE BBN BERLE Gs LP SESE FEE OR RAT SEN 4 BOO ED DBE SE SE LE SE LIT LTT LEBEL SL LSI ПИТЕРЕ 
TABLE 3.1.2 
Employment, total and in the material sphere 
(Annual percentage change) 
Total employment Employment in the material sphere 
1976 1977 1978 1979 1980 1981 1982 1976 1977 1978 1979 1980 1981 1982 
Врага eee fads) 04 0.7 1.3 1.3 ih 07> —=0> — 0:6 0.1 0.9 0.2 1.1 0.1 
Czechoslovakia . . 0.5 0.8 0.9 1.0 1.0 0.7 0.4 0.0 0.3 0.5 0.6 0.4 0.3 0.2 
German Dem. Rep. . 0.9 0.5 0.8 0.8 0.5 0.9 (05^^ OD 0.2 0.5 0.5 0.4 0.6 05 
Hungaryen, с ь 2010 0.2 0.0 0.1 0.7. 07) -02 —04 09 —=05 02 оо 
Poland ere св US =O) SO =O! 0.3 —1% 05 0.3% —0:4 № 1.0808 0—0 
Воташа ... . 08 0.4 0.3 0.3 0.3 0.2 1.0 0.3 0.5 —0.4 0.1 01 0.2 
Soviet Union . . . 1.4 1.5 1.6 1.3 1.2 0.9 0.8 пы 1.2 №2 0.8 0.7 0.8 0.6* 


Source: Аз for table 3.1.1. 
< Total employment refers to workers and employees only. Employment in the material sphere was estimated from growth of total NMP and NMP per employee in the material sphere. 
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Annual percentage change Share in the growth of NMP 

1976- 1981- 1976- 1981- 

1980 1979 1980 1981 1982 1985 1980 1979 1980 1981 1982 1985 
ee № НИ 
Bulgaria семь Se, ож OF ЭЛ 5 3.9 3.9 4.6 100 87 98 79 97 124 
@zechoslovakiaiey о с со 98 22.5) 2.5 — 0.6 —0.2* te 89 81 86 pp =). e ae 
German Democratic Republic 3.6 3.6 4.3 4.4 Dash 4.5* 86 90 98 88 83 88 
Hungary КИ". ЮГ. 3h 2:1 0 2.3 1.5 Bee 116 111 0.8° 115 86 110 
Poland: Ssgiees te Ue, ere 17 (58) —э.2 122 —4.2 ый 142 ie 0.85 OMe 3.8 са 
Romania ee Or 6.1 2.0 2.4 2.4 7.0 93 98 69 109 92 96 
ШО о в об 6 99 1.4 3.2 2.5 2.7 3.9 74 64 82 76 82 94 


м—Шщ eee 


Source: As for table 3.1.1. 
в Net material product per employee in the materia! sphere. 
ь Difference between the labour productivity and NMP indices when NMP declined. Negative sign indicates that labour productivity fell more than NMP itself. 
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Gross investment 


(Annual percentage change) 
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Ме 
2 material 
1 
1976-1980 1979 1980 1981 1982 1983 ee eee 
a Ee ee ee 
Bulcariat Chica iat eerse hx 4.0 —2:0 7.6 10 
aT Bee | : : 4 —11* 6.7* 6 5 
G@zechoslovakiarnee:) 1% 26 Shs ©, ere | 135 1.8 1.4 —4.6 —4.0* -1.7 и я) в 6 
German Dem. Rep. . . 5.‘ 34 1.4 0.3 м gr rae F Pols Nip 
|e EEG EN Pe ae ey ae | 1.0 — 9.8 —5.6 Sash? SOY) 0 2.6-3.2 
Poland .. а а — 3.0 —7.9 — 123 =22.7 — 16.0* 1.6 —6.4* 3.2-3.74 
ROMAN. eee ия Q'S 4.1 3.0 —7.1 —2.5* 0.7 5-2 ТЫ 
Eastern огорожен о. 2.7 — 1.0) —2.2 1.6 —6.3* —3.2* —0.1* 3.3 
Soviet nione seal eee писи на 0.7 2.4 3.8 2.0 8.2. 2.0 3.4 
Eastern Europe and the Soviet Union 3.2 0.1 0.9 0.2 —0.4* 2.3 1.4* 35 


Source: Аз for table 3.1.1. 
* Three-year plan 1983-1985. 


TABLE 3.1.5 


Capital productivity: 
(Average annual percentage change) 
nnn nnn nn 


1976 1978 1979 1980 1981 1982 
Bulgaria Зи И СЕ —3.0 —1.6 —3.9 — 0.3 —2.6 —2.3 1.8 
Czechoslovakia Wl, pyrene See Fk 501 — 3.2 —1.7 — 2.8 —2.8 — 6.2 — 6.0* 
German Democratic Republic =—2.() 0.2 A = lel —0.8 —0.6 — 4.0 
Hungary oe Pe ae ee 2.3 2.6 =1.1 —5.0 — 6.9 —3.2 —3.0 
Poland : —1.7 —4.2 —5.2 —8.2 —7.0 — 15.8 9] 
Romania —1.9 —1.5 71 —3.0 =5).)/ —5.8 —4.0 
Soviet Union —1.8 —2.2 —3.1 — 6.4 —3.4 —3.2 —3.5* 


Source : Calculated on the basis of the Statisticheskii Ezhegodnik Stran Chlenov Soveia Ekonomicheskoi Vzaimopomoshchi (CMEA statistical yearbook), 


1981, pp. 41, 49 and 1982 pp. 39, 44 and plan fulfilment reports for 1982. 


* Calculated as the index of NMP divided by the index of fixed assets, minus 100. 


exceptional case and a point of reference for the other 
countries of the region, and, to some extent Hungary, 
results attained so far are considered unsatisfactory.?!° 

Under conditions of still high overall energy and raw 
materials requirements, supplies of both categories of 
input continued to act as a constraining factor on 
economic growth, particularly in eastern Europe. Table 
3.1.6 illustrates that this was probably the case for several 
selected energy and raw material input items shown. In 
fact, in 1979-1982 only electricity production kept pace 
with output in eastern Europe.?!! Coal production 
decelerated in each of the three years 1979-1981 in both 


210 А specific problem in the region is very high electricity 
consumption in winter afternoons, and blackouts were reported by 
some countries. According to Ecotass, No. 4, 24 January 1983, p.24, it 
is intended to develop reversible, pumped storage stations to cope with 
such problems in the Soviet Union (so far the country has only one of 
these, in Kiev) — particularly near Moscow, in the Baltic Republics, in 
the Ukraine and in the Leningrad region. Another solution, according 
to the same source suggested by the Soviet daily Pravda, is to organize 
night shifts and to cut the price of power consumed at nights. This 
would enable power to be used more rationally when there is a surplus. 
Work should continue at night primarily at production lines which 
require the minimum number of workers and also in workshops 
serviced completely by robots. 

211 Tn the communiqué of the Central Statistical Office of the Soviet 
Union on economic performance in 1982, it was stated that savings of 
raw materials, intermediate goods, fuels and energy of 5 billion roubles 
were achieved, equivalent to | per cent of the net material product at 
current prices. At the same time it was stated that the plan targets in 
respect of savings of material resources and of the introduction of new 
techniques and technology were not fully achieved, Pravda, 23 January 
1983, р.1. See 

According to national estimates, Czechoslovakia is among the 
leading countries in the world in total consumption of primary energy 
sources per capita, while the primary energy consumption per unit of 
gross domestic product is roughly 50 per cent above the average in 


eastern Europe (mostly due to falls in Poland) and the 
Soviet Union. Absolute declines were recorded in both 
sub-regions in 1980 and 1981. However, there was a 
substantial improvement in this respect in 1982 in 
eastern Europe (once again due to the change, this time 
an upward movement, in Poland), and a noticeable 
recovery in the Soviet Union. In the latter case, 
nevertheless, the level of output was still some 2 per cent 
(14 million tons) below that of 1978. Probably the most 
constraining supply factor in the region is the scarcity of 
crude steel and rolled ferrous metals. In both cases overall 
supplies fell in absolute terms throughout 1979-1982, a 
fact which limited output in several other branches — the 
more so as output patterns in this group of commodities 
have not kept pace with the much more rapidly changing 
structure of manufacturing output, particularly in the 
Soviet Union. In that country, the ferrous metallurgy 
branch has been subject to heavy criticism by plant 
management and even by ministries in other branches,”!? 


industrially developed countries. See У. Komarek, Hospoddrskeé 
noviny, No. 46, November 1982, p.8. 

Dissatisfaction with the efficiency with which energy and raw 
materials are used was also explicitly expressed in Bulgaria, e.g. in the 
articles published in Jkonomicheski zhivot, 15 December 1982, р.10 and 
Rabotnichesko delo, И February 1983, p.4. 

212 The shortcomings in this branch were also mentioned in the 
speech of Mr. Y.V. Andropov, the General Secretary of the CPSU at 
the plenary meeting of the CPSU Central Committee on 22 November 
1982, op.cit., p.15: “Setbacks in ferrous metallurgy have become more 
frequent. Last year (1981) the industry did not meet its plan targets and 
the situation is the same this year (1982). The national economy has not 
received several million tons of rolled steel. Responsibility for the 
situation in the industry should be borne primarily by the Ministry of 
Ferrous Metallurgy”. (Quoted in Ecotass, No.49, 6 December 1982, 


рр.7-8). 
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TABLE 3.1.6 


Selected energy sources and raw materials 
(Annual percentage change) 
д 


German 
Democratic 
Republic 


Bulgaria © Czechoslovakia 


Hungary Poland 


Eastern Europe 
and the 
Soviet Union 


Eastern Soviet 
Romania Europe Union 


И sian ре ОО Зо ИСИ ng RS ees EE ESE ee 


Steel (crude) 


ТО ее 0.0 —3.3 0.0 
1980 eve sy ae noes 0.4 27 4.3 
38 0.7 27 
1982 а те 0.4 —2.0 
Rolled ferrous metals 
19797 еже oe « 3.3 0.0 3.3 
19080 ег. cay Bee, 3.2 0.0 1.6 
Токи. сх Мао 31 0.0 0.0 
Ам НИЕ" ис bye —1.9 
Electricity 
Оо re ee 32 0.0 0.8 
L980 tee ee ar. к: Ie 6.8 р 
ТОВ 6.3 ital 1.9 
УТ а 9.2 1.6 2.2 
Coal-total 
1979.5 ere ee 9.3 He 1.1 
Ио ed 7.1 — 1.3 0.8 
ПОЗ ОРГ. ти -33 — 0.2 3.3 
1982... ae errs 8.6 1.5 BS 
Oil 
1979 ee ee ee ce 0.0 
ООО, орет рее ae 0.0 
О о Be реа aa 0.0 
1982 


0.0 0.0 933 1.0 — 15 —0.8 
—2.6 1.6 2.3 17 — 0.8 0.0 
555) =I) —11.5 — 6:0 0.3 Si 

2.8 16 0.0 7.5 — 0.9 —1.4* 

0.0 0.7 5.6 Eg sical 09 
— 6.2 1.3 = 0.0 — 0.3 = 
= = 17) 2.2 —5.4 0.1 Е 

3.6 3 7% —10 

0.0 1.6 1 0.8 3.0 2.5 
— 2.4 Sy), 3.5 SH. 4.5 4.3 

1.3 =) 4.3 0.3 2.5 1.9 

2.0 2.3 = 3.0 3.0 3.0 

0.0 2.4 11.9 2.3 О 0.7 

0.0 —3.8 7.3 0.6 —0.7 — 07 

0.8 РЕЛЕ 4.8 —32 25 7: 
= 14.2 2.7 13.6 2.0 8.0 
—9.0 — 25.0 — 10.0 2,5 

0.0 0.0 89 3.0 

0.0 0.0 0.9 0.9 

0.0 0.9 0.7 


Source: As for table 3.1.1. 


and a list of the requirements necessary to bring about 
the needed improvement was published. With regard to 
crude oil supplies, Soviet production, which accounts for 
some 98 per cent of total output in the region, recorded an 
average annual growth rate in 1981-1982 of some 0.8 per 
cent, which was virtually the same as that envisaged for 
the five-year period.*!> During the preparation of the 
five-year plans in 1981, it was announced that the east 
European countries, in spite of increasing difficulties in 
obtaining further increments in Soviet production, could 
count on a rise of some 20 per cent in its energy supplies 
(in conventional fuel units) in 1981-1985 as compared to 
the preceding five-year period.*!+ No specific figure for 
crude oil was mentioned. During 1982, however, several 
sources have reported that crude oil imports by a number 
of east European countries have been cut by 10 per cent. 


213 т 1980 the Soviet Union’s production of crude oil and gas 
condensate amounted to 603.2 million tons - Narodnoe khoziaistvo 
SSSR 1922-1982 (Statistical Yearbook of the USSR, Anniversary 
Edition 1922-1982), Moscow, 1982, p.182). According to the report of 
Mr. N.K. Baibakov, the President of the State Planning Committee, on 
the five-year plan of the country, production of crude oil and gas 
condensate in 1985 should reach 630 million tons, thus implying an 
average annual rate of slightly below 0.9 per cent per year. 
Ekonomicheskaia gazeta, No.48, November 1981, p.4. 

213 "Tn spite of difficulties linked with the deterioration of conditions 
of extraction, exports of Soviet energy, calculated in conventional fuel 
units to the other members of the CMEA over the quinquennium which 
has just begun, will increase by 20 per cent as compared with the 
previous one. The Soviet Union supplies fuels and raw materials to 
fraternal countries at prices which are significantly lower than prices 
on the world market”. М.А. Tikhonov, speech at the XXXV session of 
the Council of Mutual Economic Assistance held in Sofia in July 1981 — 
Vneshniaia torgovlia SSSR, 1981, No.9, p.4. 


In Czechoslovakia and the German Democratic Repub- 
lic, a similar cut was officially reported.2!> Since no 
official statement by the Soviet Union in this respect has 
been published, there is no comprehensive explanation 
of this fact. However, the Soviet Union has taken a 
decision to restructure its fuel-and-energy balance in 
order to conserve oil for use by processing industries.?!© 
The increasing price of crude oil in intra~CMEA trade, 
the accumulated deficits in the foreign trade balances of 
east European countries with the Soviet Union (estimat- 
ed at a sum of 5.4 billion roubles in 1976-1980), the 
corresponding rise in indebtedness, together with the 
attempts to reduce energy consumption per unit of 
output, give an idea of the framework within which 
reduced imports of crude oil by east European countries 
can be assessed. At the same time, it is quite clear that 
their economies have not so far adapted to the new 


215 In Czechoslovakia the 10 per cent cut in imports of crude oil was 
mentioned by V. Vertelar, Deputy President of the State Planning 
Commission, Hospodarské noviny, 6 August 1982, р.1. Inthe case of the 
German Democratic Republic it is implied in the announcement of Mr. 
E. Honecker, the President of the State Council of the country, (Neues 
Deutschland, 18/19 December 1982), that the German Democratic 
Republic will import some 17.1 million tons per year from the Soviet 
Union, while in 1981 it was stated that over 1981-1985 the country will 
receive from the Soviet Union 95 million tons, i.e. 19 million per year. 

*!° This was recently reported by Ecotass, No. 4, 24 January 1983, 
p.2: “The 1980s will see the restructuring of the fuel-and-energy balance 
of the Soviet Union. Specifically it is planned to slash the share of oil in 
the fuel balance so as to use it in the future predominantly as a chemical 
and biological raw material; it is planned to use coal and natural gas on 
a growing scale. This is particularly true of coal from Siberia which can 
be strip-mined at fairly low costs”. 
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situation and not only the energy sector but also some 


processing industries have been directly or indirectl 
affected.?!7 Е J 


3.1(iii) Foreign economic relations 


As already indicated in the previous sub-sections, 
foreign economic relations have played an important role 
in the overall development of the economies of eastern 
Europe in recent years.?'8 In the Soviet Union, the role 
of foreign economic relations also increased but was 
nevertheless much less pronounced. In both sub-regions 
important changes in this respect have taken place in 
recent years, particularly since 1981. 

In the case of eastern Europe three important elements 
played a decisive role. First, foreign debt in convertible 
currencies over the second half of the 1970s substantially 
increased. In addition, as mentioned, the east European 
countries’ rouble debt to the Soviet Union over 1976-1980 
‘also mounted. Second, rising interest rates over 1981- 
1982 on convertible currency debt raised the correspond- 
ing east European debt service burden to very high 
levels. This taxed their payments capacity considerably 
— the more so since access to new credits for this group of 
countries meanwhile became more difficult. In addition, 
a number of countries, Hungary in particular, exper- 
tenced a rundown of foreign exchange deposits with their 
national banks in 1982. Third, foreign trade is still the 
major (and in most cases the only significant) source of 
hard currency earnings of the countries concerned. 
However such earnings have been affected by the 
widespread recession in the developed market economies 
which reduced east European export possibilities. 

In these conditions, most east European countries in 
fact had no choice but to reduce their imports to achieve 
the necessary short-term adjustments to the balance of 
payments pressure engendered by the above develop- 
ments. Data in table 3.1.7 clearly illustrate the extent to 
which the east European countries followed this course. 
After four consecutive years (1977-1980) of very high 
import growth rates (on average above 12 per cent 
annually in value terms) the value of east European 
countries’ imports fell abruptly — by almost 5 per cent in 
value in 1981 and by a further 4 per cent in 1982. The 
decline in volume was of a similar magnitude (see section 
4.3 below). 

The export prospects of these countries were already 
affected by the recession in the developed market 
economies noted above, and the cuts in many imported 
material inputs also led to a decline in export capacity. 
However, as the adjustment process had been designed 
to bring about some surplus in the foreign trade balance, 
east European countries’ exports declined significantly 
less than imports in 1981. In 1982, an upward change 
estimated at some 4 per cent was recorded. In volume 
terms, export growth in these two years slowed to an 
annual average of 2 per cent, compared with a 6 per cent 


217 According to the evaluation of Mr. В. Csikos-Nagy, head of the 
Hungarian price and material supply office, — op.cit. p.85 — these factors 
were reflected also in the overall economic growth of east European 
countries: “Due to a noticeable reduction in trade in natural resources 
within the CMEA, there has been reduced growth in those CMEA 
countries which are deficient in natural resources”. : 

218 Besides the already mentioned case of the German Democratic 
Republic, this is particularly true for Hungary: “Without foreign trade 
Hungary's economy would simply lapse to the Stone Age. It is on the 
world market that most of our production are weighed; moreover the 
proportion of such goods is constantly growing. This follows from our 
endowments, from our size and conditions: it is the compulsive trend 
that progress forces upon us. So we have to face the challenge of the 
market and be competitive”. — J. Marjai (Deputy Prime Minister of 
Hungary), “How to Explore Factors for Economic Development”, 
Marketing in Hungary, 1982, No.4, p.5. 


average in the second half of the 1970s (see section 4.3 
below). Export-import ratios, which were around 90 per 
cent in 1977-1978, meanwhile improved to an estimated 
105 per cent in 1982. Hence, the forced adjustment did 
on the whole work, but at the price of the decelerating 
NMP growth rates already discussed and of a reduction 
in resources for domestic use (discussed in the following 
sub-section and in section 3.5). The sharp contraction in 
the value of foreign trade turnover in 1981 and its 
probable stagnation in 1982 also had repercussions on 
those partner countries whose share of trade with eastern 
Europe is significant. 

There was no similar reason for the Soviet Union to 
reduce import growth. Its foreign debt is minor 
compared with its overall economic potential. Its 
foreign trade has recorded regular overall surpluses in 
most years, and its terms of trade over the last ten years 
or so have continuously improved. Soviet export values 
grew at very high rates in the second half of the 1970s, 
but since 1978 these reflected mainly price gains on a 
quite modest volume growth. However, when the price 
advance ceased, as it did in 1982 in western markets, the 
Soviet Union was in a position to avoid a revenue loss by 
increasing the volume of exports. The favourable terms 
of trade movement permitted the Soviet Union to 
maintain a rapid expansion of imports — some 7 to 8 per 
cent in volume terms in each of the last three years (see 
section 4.3 below). 

The overall deceleration in foreign trade of the 
centrally planned economies of the region did not affect 
their trade with each region equally. Aggregated data for 
the region for 1981, and reported or estimated figures for 
1982 presented in table 3.1.8, show that foreign trade 
turnover in value terms with the developed market 
economies fell most noticeably. In the view of the east 
European countries and the Soviet Union, commercial 
policies of developed market economies, in addition to 
other factors, played a significant role in reducing their 
trade with those countries. The fall was more pro- 
nounced in the case of eastern Europe, where absolute 
contractions of some 9 and 13 per cent in 1981 and 1982 
respectively were recorded. This followed an average 
annual growth rate of nearly 15 per cent in the three 
preceding years. Among the east European countries, 
the contraction was sharpest in Poland (an average of 26 
per cent annually in 1981-1982). Next was Romania, 
where trade with this group of countries in the same 
period contracted by some 22 per cent per year. In the 
case of the Soviet Union, there was some slowdown in 
growth in value terms which still left room for a 
substantial rise in volume (see section 4.3 below). 

Foreign trade turnover of the east European countries 
and the Soviet Union with the developing countries also 
decelerated. But the declining trend was noticeably 
slower than with the developed market economies. In 
the case of the Soviet Union, a deceleration was recorded 
in 1982 only. In the case of the east European countries, 
it started in 1981 — as in the case of trade with developed 
market economies. Though an absolute decline did take 
place, it was only half as big (some 5.4 per cent per year) 
as in the latter case. 

Slowdown of growth in value terms was also noted in 
trade among the east European countries themselves and 
in trade between eastern Europe as a group and the Soviet 
Union. Due to the deficit of the east European countries 
with the Soviet Union accumulated in the previous 
quinquennium, this slowdown started in 1979 — earlier 
than in the other two regions. However, it was much less 
pronounced and did not result in a contraction in the 
value of trade. The flow most affected within the region 
was trade between the east European countries 
themselves. 
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TABLE 3.1.7 


Foreign trade of eastern Europe and the Soviet Union 


(Annual percentage changes and ratios in current dollar terms) 
plc нЕ et i le ii НЕ a le ie ae ee ei ie т ты 


German 
Democratic 
Republic 


Bulgaria Czechoslovakia 


3 Eastern 
Eastern Soviet and the 
Hungary Poland Romania Europe Union Soviet Union 


и ее ee ee Е Е 


Foreign trade turnover 


ПОТ See! ee 9] eS 14.9 
1977 15.8 14.3 7.3 
1978 18.3 13.6 5.6 
1979 15.2 12.8 12.4 
ПОЗ бес gates hs И 154 9.7 16.3 
OS tt pele ее. 6 ТА Sales 10.0 
Пер, Sars СЕ 6* 5.2 Sc 
Exports 
1976 14.8 8.0 12.6 
1977 18.0 8:7 5.8 
1978 17.3 14.4 10.3 
1979 18.9 12.3 135 
НК ЗИ aoe os ое ий И 13.1 14.9 
ТОВ te tS ТВ м, 3.0 = Onl 14.7 
LOS DARA a Te i Ee, aE Se 5.1 8* 
Imports 
LTO SS ИО т. Pe 4:1 6.7 16.9 
1977 13.6 14.9 8.6 
1978 19.2 12.8 seg 
1979 11.6 133 11.3 
1980 13.5 6.5 ЕТ 
19S lin TE до gt tsp urlls 3:4 5.8 
А м 5 5.4 i 
Exports/Imports ratio 
1976 te oo А 95.6 93.1 86.1 
1977 99.3 92:1 83.8 
1978 97.8 93.4 91.0 
1979 104.1 92.6 92.9 
1980 107.5 98.3 90.7 
ТОВ, OF aioe PIE SF 99.0 101.6 98.4 - 
[OSDIR DAE TT iG 2G hot 99* 101.4 1057 


—20.7 9.0 14.5 6.5 ifs? 6.8 
17.8 8.0 14.8 11.7 14.3 1252 
15.8 9.6 20.6 12.4 19.8 16.2 
16.1 14.5 РЕ, 15.0 18.8 16.7 

7.0 7.0 102 E22 18.4 15.0 
0.5 — 20.2 = je) —1.4 5:2 0.8 
0.7 — 4.8 — 16.8 0 7 4* 

—18.6 7.1 14.9 6.8 iW Ge! 8.9 

17.9 11.3 14.4 12.3 21.6 16.3 
9.2 12.2 14.6 12.8 15:9 14.2 
24.8 17.7 20.8 17.0 23.6 20.1 
8.5 5.0 И. 12.2 18.2 15.0 
1.Э =) 10.6 0.5 3.8 2 
АЙ Sal) S05) 4* 8* 6* 

= PMS 10.6 14.1 6.3 3:2 5.0 
17.6 5.4 15.1 тЫ 7.3 9:5 
21.8 7.4 26.5 12.1 24.1 17.0 

os Wied 22.9 13.1 13.9 13.4 

5.7 8.9 20.9 12.2) 18.6 15.0 
=03 — 18.8 = 5:6 а: 6.8 0.3 
—3.0 = 155 — 24.2 — 45 7= у 
89.0 79.4 100.7 88.6 97.5 92.3 
89.3 83.9 100.0 89.5 110.5 98.4 
80.0 87.7 90.6 90.1 103.2 95.8 
Os 92.4 89.1 93.3 112.0 101.3 
93:7 89.0 86.4 93.2 111.6 101.4 
95:3 85.6 101.8 96.7 108.5 102.3 
99.9 109.9 121.5 105 110* 108* 


Source: Аз for table 4.3.7. 


3.1(iv) Resources for domestic use 


Changes in resources for domestic use?!? in recent 
years were similar to those recorded in 1976-1980, in 
terms of growth relative to NMP produced and 
allocation patterns within the total. 

The growth of resources for domestic use in volume 
terms in 1976-1980 was characterized by rates of 
advance slower than those for NMP produced in all 
countries of the region. As shown in table 3.1.9, the 
respective average annual growth rates were not very 
different in the case of the Soviet Union (3.8 as against 
4.3 per cent) or in the German Democratic Republic (3.7 
against 4.2 per cent). The differences were more 
pronounced in Czechoslovakia (2.2 against 3.7 per cent) 
in Hungary (1.9 per cent against 3.2 per cent) and in 
Poland (-0.2 per cent against 1.2 per cent). In the latter 
case a deceleration in the overall rate of expansion was 
followed by an absolute decline, as described in the 
analysis of trends in NMP produced in sub-section (i) 
above. The most pronounced difference between the 
growth of resources for domestic use and growth of NMP 


219 Throughout this section resources for domestic use — often 
referred to as net material product distributed — are defined as net 
material product produced minus losses and the balance between 
exports and imports of goods and material services. 


produced was recorded in Bulgaria — where growth of the 
former was less than half the growth in the latter (average 
annual rates of 2.8 per cent against 6.1 per cent 
respectively). Romania does not publish annual data on 
the growth of resources for domestic use. 

The differences in the level of resources for domestic 
use and NMP produced noted above originate in losses 
and in the balance between exports and imports of goods 
and material services. Hence, losses and an export 
surplus result in a level of resources available for 
domestic..use which is smaller than the size of NMP 
produced. Conversely, a trade deficit (an import 
surplus) leads to a level of resources available for 
domestic use which is larger than the size of NMP 
produced. If this, together with the export/import ratios 
presented in table 3.1.7, is taken into account, the slower 
growth of resources for domestic use than of NMP 
produced in Bulgaria and the Soviet Union can perhaps 
be explained by the increase in nominal export surpluses 
during 1976-1980. In all other east European countries 
(except Romania in 1976 and 1977), rising nominal 
import surpluses (i.e. deficits in the balance of foreign 
trade) were reported in 1976-1980. If the deficits had 
also been rising in real terms, this would — by definition — 
imply higher growth rates of resources for domestic use 
than of NMP produced. An explanation of the observed 
inverse relationship is to be found in the substantial 
deterioration in the terms of trade of the east European 
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TABLE 3.1.8 


Foreign trade turnover by selected regions 
(Annual percentage change in current dollar terms) 


OS ta a ta teen it it a nena aon SO ale ls So Ss 


ин. Eastern Europe 
Bulgaria Czechoslovakia Republic Hungary Poland Romania ees fae sie Uae 
With developed 
market economies 
1976 se) Sere — 6.5 4.2 25.5 9.1 9.4 4.7 10.2 12.8 11.3 
а Ито И — 101 16.2 —14 8.3 18 29 23 
1978 16.9 11.6 11 21.7 49 28.8 11.5 13.5 12.4 
1979 38.5 20.2 28.5 17.2 9.6 23.0 19.5 359 269 
1980 УЕ SS 21.3 14.7 22.9 MIE We 8.6 13.5 23.9 18.5 
о 555182 a1 14.1 =) ~33.0 =10.1 OK 1.0 —4.0 
АМИ —6.2* —7* _з* 65 =195 —33* ~13* 5* _3* 
With developing 
economies 
1976 Oi. ek 2.8 —3.0 20.4 7.8 0.9 31.4 5 = 
1977 21.3 31.9 14.9 2351 15.8 13.6 19.5 a sph 
1978 15.6 2.0 11.6 10.6 8.2 15.6 10.8 10.8 10.8 
1979 17.8 8.2 12.7 17.0 41.2 45.9 28.0 15.2 21.0 
1980 36.5 22.5 36.3 19.8 29.2 45.4 34.2 Dies) 30.7 
1981 34.0 0.0 3 — 0.2 —27.5 5.0 —1.6 24.0 11.4 
1982 _8* 14.6 Fins _9* 1* _3* 
Within European 
CMEA countries 
1976 14.1 10.3 10.7 — 35.0 10.4 18.5 4.5 4.7 4.6 
1977 18.1 14.1 13.8 17.0 14.4 22.8 15.6 177 16.4 
1978 17.6 15.0 6.6 127 12.1 12.5 122 25.2 16.9 
1979 11.8 10.4 dee 15.9 14.2 9.3 11.0 11.0 11.0 
ТОО cob eet ofan 10 6.6 he 1.8 4.1 15.6 8.1 ID 9.7 
1981 aera: W sea 0.5 11.1 3.5 — 10.4 10.7 2.4 ONS) 7.5) 
1982 Fi* 11.0 15 35 4.6 —7* 7.8* 9.9 8.8 


Source: As for table 4.3.7. 


countries.*?° This implies that rising import surpluses 
expressed in value terms — as in table 3.1.7 —cloaked a net 
real shift of resources in favour of the foreign balance 
(i.e. lower net real imports or higher net real-exports) — 
but not at a sufficient rate to offset the terms of trade 
deterioration. Hence, there was no increase in growth 
rates of resources for domestic use in volume terms but, 
on the contrary, a substantially slower rate of growth 
relative to that of NMP produced. In some cases these 
movements even involved a contraction in the level of 
resources available for domestic use (e.g. Hungary in 
1979-1980). The analysis in chapter 4 below, as well as 
conclusions published in the east European countries 
themselves in various sources, are witness to similar 
findings.??! 

Developments in 1981-1982 mainly followed previous 
patterns. The difference between growth rates of NMP 


220 A further explanation of the slower growth of resources for 
domestic use than NMP produced might be changes in the rate of 
losses, but their magnitude is such that this explanation does not hold. 

221 “Altogether, over the 1970s price of Czechoslovak imports 
increased by 93.5 per cent and those of exports by 58.3 per cent, i.e. 
their relationship over 10 years deteriorated by 22 percentage points. 
(In 1980 for the same volume of imports Czechoslovakia had to export 
22 per cent more than in 1970.) Due to these movements of prices, 
Czechoslovakia ‘lost’ 168.7 billion crowns on account of the import 
price rise while on account of export prices earned an additional 135.6 
billion crowns”. — Ekonomicheskie i sotsial’nye voprosy Stroitel’stva 
razvitogo sotsialisticheskogo obshchestva о Chekhoslovakii (Economic 
and Social Issues of Developed Socialist Society in Czechoslovakia), 
Moscow, Academy of Sciences, 1982, p.107. The difference between 
the two figures mentioned - some 33.1 billion crowns — can be 
understood more easily if it is remembered that at constant prices the 
average annual value of NMP in 1971-1980 was roughly 374.3 billion 
crowns. This implies that over the same period the country lost some 
0.9 per cent per year of its net material product due to changes in terms 
of trade. 
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produced and resources for domestic use in Bulgaria 
narrowed considerably in 1980. In 1981, resources for 
domestic use even recorded substantially higher growth 
rates than NMP produced (7.7 as compared with 5.0 per 
cent). According to estimates, a reversal of this 
movement may have occurred in 1982. In the Soviet 
Union, the difference in growth between the two 
aggregates significantly diminished after 1979. Growth 
rates were about the same in 1980 and remained so in 
1981. The official report on the fulfilment of the annual 
plan in 1982 - as has been the case in previous years — 
included no figure for NMP produced, but only on 
“national income distributed” i.e. resources for domestic 
use. Hence, no quantitative comparison between the 
two was possible at the time of writing. However, as 
already mentioned in sub-section (i) above, there are 
some indications that the growth rate of NMP produced 
in 1982 was noticeably higher than that of resources for 
domestic use. In all other countries of the region the 
trend which prevailed in 1976-1980 — slower growth 
rates of resources for domestic use than those of NMP 
produced — also continued and the difference between 
the two widened. This was the result of intensified 
efforts to obtain export surpluses which are shown in 
table 3.1.7 and also the further deterioration in the terms 
of trade of the east European countries. This has been 
the case for Poland ever since 1976 and for Hungary in 


In Hungary, the terms of trade deteriorated throughout 1974-1981. 
The deterioration in trade on rouble account was gradual and 
continuous over the whole period (20 percentage points in total). It was 
largely confined to two years (1974-1975) in trade on non-rouble 
account, when Hungarian terms of trade deteriorated by 20.3 
percentage points, and fluctuated around the same level over the rest of 
the period. Statisztikai Evkényv, 1981 (Statistical Yearbook of 
Hungary in 1981), Budapest, 1982, p. 251. 
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TABLE 3.1.9 


Changes in NMP produced and NMP used 


(Annual percentage change) 
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Poland 
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1979 Fat а =. 7 3.1 3:2 2.4 =) 14 SS) 
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1981 ee ee eee Е 9 = N23} 0.0 0.5 EO — 60.4 — 45.7 
1982 —8.0 = = 150 PD) 
Soviet Union 
1976-1980 et oe ee 4.3 3.8 4.5 1.6 
1979 See Ca ey ae 2.2 2.0 me =e 
1980 SA. FE EA Ro 5 3.9 3.9 ой Sah lis) 
1981 PTA Ss ALS Brig SARE oe 33 5:7 3.9 0.9 
1982 ee, aes, pene mee ae 2.6 


Sources: As for table 3.1.1. 
°? NMP used for net capital formation and consumption. 
> Volume of consumer goods supplied to the population. 


© Consumption of material goods in institutions providing amenities and social 


welfare services. 


1979-1980. Czechoslovakia suffered a decline in the 
level of resources for domestic use in both 1981 and 1982 
(4.5 per cent and an estimated 2 per cent respectively) 
and, this was also probably the case, as already 
mentioned, in Bulgaria. Taking into account the sharp 
decline in Romanian imports, and the creation of a small 
export surplus in 1981, and a very big further increase in 
the surplus in 1982, the same was almost certainly true 
for this country also. Hence, apart from the Soviet 
Union, only the German Democratic Republic provided 
room for further increases in resources for domestic use 
in both 1981 and 1982, though even in the latter country 
their growth rates lagged substantially behind those of 
NMP produced. 

Overall allocation of resources for domestic use in recent 
years reflected both overall socio-economic policies of 
the centrally planned economies and recent actual 
development. Concerning the first, great attention is 
paid in these economies to the so-called basic economic 
law of the centrally planned economies: the requirement 


to provide room for a continuous rise in the standard of 
living and welfare of the population. This objective is 
included in general political programmes and in the 
current five-year plans. Concerning the second, the 
main factors — deceleration in the growth of NMP 
produced and, to an even greater extent, in the growth of 
resources for domestic use — have been already exam- 
ined. The two requirements, which are not. always easy 
to reconcile, necessarily brought about some changes in 
the allocation of resources for domestic use. In most 
cases priority has been given to consumption as against 
the growth of net capital formation. In fact, a 
comparison between the two respective growth rate 
series in table 3.1.9 gives clear evidence that growth rates 
of consumption in 1976-1980 were already substantially 
higher than those of net capital formation. In two 
countries (Hungary and Poland) net capital formation 
even during that period recorded a contraction (of 2.3 
and 11.8 per cent annually respectively). In recent years 
(since 1980), this tendency has strengthened and — except 
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in two cases (Bulgaria and the German Democratic 
Republic in 1980) — the gap between the growth rates of 
consumption and net capital formation has widened. 
Moreover, in 1981 all reporting countries of the region 
except Bulgaria recorded absolute declines in the volume 
of net capital formation. No figures were reported for 
Romania. But Romania allocates a very high (36.3 per 
cent in 1976-1980)??? share of resources for domestic use 
to net capital formation (the highest in the region). 
Given also the slowdown in NMP growth analyzed in 
sub-section (i) above, it is almost certain that in this 
country net capital formation also rose much slower than 
consumption, and may even have contracted. In Poland, 
a slight (2 percentage point) further decline in net capital 
formation (against a very sharp 13 percentage point fall 
in consumption) was reported for 1982. A 10-15 рег cent 
contraction in net capital formation was reported by 
Hungary. But at the time of writing no other countries 
had published data on the allocation of resources for 
domestic use in that year. Developments in the 
investment sector are shown in table 3.1.4 and analyzed 
in sub-section (ii) above; from these it seems almost 
certain that net capital formation in most countries 
further declined in 1982. Though net capital formation 
probably rose in the Soviet Union, its growth rate was 
lower than that of total consumption in the same year. 

As far as the allocation of resources within consumption is 
concerned - (see section 3.5 below) — figures presented in 
table 3.1.9 give only partial information. For three out of 
seven countries insufficient data for 1982 were available 
at the time ofwriting. In the four remaining countries 
two different orientations can be distinguished. In 
Czechoslovakia and Hungary, the traditional approach 
of the centrally planned economies — faster growth rates 
of social (public) consumption than those of private 
(personal) consumption — prevailed in both 1976-1980, 
in 1981, and probably in 1982 (for which no figures are 
available). In the German Democratic Republic, pri- 
vate consumption rose noticeably faster than social 
consumption in the 1976-1980 period (average annual 
growth rates of 3.9 and 3.1 per cent respectively were 
reported). In 1981, however, social consumption in- 
creased slightly faster than private. In contrast, social 
consumption in Poland grew faster on average than 
private consumption in 1976-1978. But the opposite 
relationship has prevailed since 1979, because of the 
abnormal economic situation in the country. 

Figures for the breakdown of net capital formation 
between net fixed capital formation and changes in 
stocks — a subject analyzed in section 3.5 — are published 
less frequently than those for the breakdown of total 
consumption. Available data suggest that changes in 
stocks were much more pronounced than changes in net 
fixed capital formation and often moved in different 
directions. 


3.1(v) Policy objectives for 1983 


Reflecting the different longer-term and short-term 
conditions described in the sub-sections above, policy 
objectives in the individual east European countries and 
the Soviet Union show variations in both the pace and 
patterns of developments embodied in the national 
annual plans for 1983. All countries, however, include 
measures to overcome the unfavourable trends prevail- 
ing in recent years in order to bridge the gap between the 
present economic situation and the objectives laid down 
in the five-year plans. Taking into account the common 
222 Anuarul Statistic al Republicii Socialiste Romania 1982 (Statistical 
Yearbook of Romania), p.49. 


basic features present in the annual plans of the countries 
of the region, policy objectives for 1983 will be first 
analyzed at the level of the region as a whole and of its 
main parts, and subsequently, in a condensed way, on a 
country by country basis. 

The central policy objective of most centrally planned 
economies is to accelerate the growth of national output as 
early as 1983 or, in some countries, in the years to come 
(tables 3.1.1, 3.1.10 and 3.1.11 and charts 3.1.1 and 
3.1.2). Coincidentally aggregate annual growth rates 
planned for 1983 are exactly the same in both eastern 
Europe and the Soviet Union - 3.3 per cent. If compared 
with those recorded over the 1960s and 1970s, such a 
growth rate for the region as a whole does not seem high; 
actual aggregate NMP growth rates for eastern Europe 
and the Soviet Union combined were substantially above 
it in many successive years before 1978. This rate, 
however, should be evaluated by comparison with the 
more recent past, as the average NMP growth rate in the 
region has not risen above 3 per cent in any of the last 
four years. In addition, a distinction should be made 
between eastern Europe as a whole and eastern Europe 
excluding Poland. 

It seems evident that the downward trend in eastern 
Europe excluding Poland has slowed down since 1980. 
Taking into account the NMP growth rates actually 
recorded in 1982 (2.3 per cent), it seems that the five east 
European countries could attain a 3.6 per cent aggregate 
growth target in 1983 under certain conditions, and 
notably if the overall world situation improves as 
expected. Thus the key to the achievement of an 
aggregate NMP growth rate of 3.3 per cent planned for 
eastern Europe as a whole will depend on the realism of 
the planned NMP growth target in Poland (2.0-2.5 per 
cent). Compared with the absolute 8 per cent decline in 
1982, the achievement of this target would represent not 
only a change in the trend, but also a large jump in itself. 
However, the size of this change is much less important 
than it seems at first sight, given the fact that NMP fell 
steadily between 1979 and 1982 — toa level roughly equal 
to that of 1973. Hence the 2-2.5 per cent NMP growth 
rate envisaged by the annual plan for Poland should be 
much easier to achieve than in any other country of the 
region. If the process of normalizing economic develop- 
ment in Poland continues, and the reconciliation of the 
main social forces involved takes place, the Polish 
growth target rate, despite uncertainties, is not unattain- 
able. Thus, the same is true of the planned 3.3 per cent 
NMP growth rate for eastern Europe as a whole. 

There are few problems in assessing the Soviet Union's 
NMP growth rate planned for 1983. A number of factors 
indicate that the target rate retained is realistic. First, 
the Soviet Union’s dependence on foreign trade is by far 
the lowest in the region. Second, a comparison between 
planned and actual Soviet growth rates in previous years 
shows clear evidence of a rather cautious approach by 
the Soviet authorities to both its five-year and annual 
plans.?? Infact performance in 1976-1980, ifmeasured by 
the ratio of actual to planned NMP growth rates (above 
91 per cent), was the best in.the region. Third, a good 
deal of the deceleration in overall Soviet growth can be 
attributed to unusually unsatisfactory performance in 
agriculture in four consecutive years. The measures 
introduced under the Food Programme up to 1990 — (see 
section 3.2 below) improve the chances of fulfilling the 
agricultural growth target and, therefore, of those 


223 Jn all of the last three five-year plans (1971-1975, 1976-1980 and 
1981-1985) the Soviet Union envisaged lower average NMP growth 
rates than those attained in each of the previous quinquennia. The 
sume course was followed in six out of the seven annual plans for 1976- 
1982. 
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TABLE 3.1.10 


Growth of net material product produced 


(Average annual percentage change) 
ее ee ee ие 


Plan Plan Plan 
1971-1975 1976 1977 1978 1979 1980 1981 1982 1982 1981-1982 1983 1984-1985° 1981-1985 
i 4.5 3.8 2.5) BET, 
Bulgaria 7.8 6.5 6.3 5.6 6.6 5), // 5.0 3.6 4.0 
Ceechaclovaia 51 4.2 4.2 4.1 8). 2S) —0.4 0;5* 0* = Py ye wee Se 
German Dem. Rep. 5.4 Bd onl 3.8 4.0 4.4 4.8 4.8 3.0 4.0 4.2 L as 3 ae 
Hungary 6.2 2.0 8.0 4.2 es) OS 2.0 1-1.5 e522 1.7-2 0.5-1.0 4.8-5.3 sce 
Poland 9.8 6.9 5.0 3.0 8} 6.0 12:1 SK Se 10.1 2.0-2.5.  4.3-7.1 \3:5=3:6 
Romania eS) ies 8.7 7.4 6.2 29 BD 5.5 2.6 2.4 5.0 13.1 il 
Byelorussian SSR 8.0 6.0 5.0 ES 3.0 4.0 5.0 4.2 2.0 3.5 3.8 re eo 
Ukrainian SSR 4.6 6.0 4.7 4.5 1.0 1.0 3.0 3.6 3:5 3.3 3.0 : 8. 
Soviet Union 5:7 5.9 4.6 5.1 2.2 39) 353 8:03 216 3.0 ВВ: a 3.4 
Eastern Europe 79 6.2 SY) 4.5 295 0.7 al 2.4 =O — 0.6 Bi) 8.6 3.8 
Eastern Europe 
(excluding Poland) 6.0 6.3 ВЫ 4.5 8.2 2) 3.6 2.3 2:5 3.6 7-7 4.8 
Eastern Europe 
and the 
Soviet Union 6.3 6.0 5.0 4.9 23) DE) 2.0 2.8 1.8 1.9 33 5.3 3.5 
Source: As for table 3.1.1. 
2Implied by the annual average NMP five-year plan growth rate, NMP growth in 1981-1982 and the NMP annual growth rate planned for 1983. 
> Three-year plan 1983-1985. с 
< Net material product used for net capital formation and consumption. 
TABLE 3.1.11 
Selected indicators of annual plans for 1983 
German = 
Czecho- Democratic Soviet Byelorussian Ukrainian 
Bulgaria slovakia Republic Hungary Poland Romania Union SSR SSR 
Net material product 3.8 2.0 4.2 0.5-1.0 210-25 5.0 3.3 3.8 3.0 
Agriculture (gross product) Da 251) 1.0 1.0-2.0 1.5-2.4 5.1-5.6 10.5 12.0 10.2 
Industry (gross product) 4.8 2.4 3.8 1.02.0 3.7-4.0 6.6 3, 3.4 2.8 
Construction : 97 2.0 1.4 (—2.0)-(— 3.0) #6 bt 3 os 
Employment in material sphere —0.1* 02% sk 0.2 0.5 0.0 
Labour productivity ae, 1.8* 2 0.8* ; a): ЗЕ: 33 3.0 
Gross capital formation 6.7% вы —13:4* — 10.0 1.6* 0.7 3.2 5.8 0.0 
Gross incremental capital 
output ratio 9.6* 14.7* 5.3 37.6 MiSs 6.9 3.7% 
Foreign trade turnover 8.0 13.0 2k 11 185 
Exports 7.0 
Imports : is 0.0. : и в а 5 
Real incomes per capita 2.8 ~ о 20 3.0) 3.4 3.0 Sie! 3.0 
Retail trade turnover 4.1 2.0 3.0 =O 11.2 3.0 5.4 5.0 6.0 


Source. As for table 3.1.1. 


branches dependent on agricultural output. Fourth, 
another set of measures has recently been introduced or 
announced to check shortcomings in two other sectors 
affecting overall economic performance of the country — 
ferrous metallurgy and transport, particularly railways. 
Fifth, but not least, if the final growth figure of NMP 
produced in 1982 confirms that real growth in 1982 was 
above the 2.6 per cent reported for NMP distributed 
(resources for domestic use), then the 3.3 per cent Soviet 
NMP growth target for 1983 would seem to be even more 
accessible. Because of the weight of the Soviet Union in 
the region as a whole, the same would be true in this case 
for eastern Europe and the Soviet Union taken together. 

In sum, a separate evaluation of the NMP growth rates 
planned for 1983 in eastern Europe and the Soviet Union 
reveals nothing to suggest that the 3.3 per cent rise 
projected for the region cannot be achieved. Even so, 
overall performance below this rate cannot be excluded 
in eastern Europe, since the area of planning uncertainty 


is — particularly with regard to world trade — wider than 
for the Soviet Union. 

With regard to five-year plan targets, an evaluation of 
the kind applied to the plan objectives for 1983 is not 
meaningful (as indicated in sub section (i) above). 
Though it is too early to give a reliable assessment of the 
five-year targets, the analysis given above, as also the 
figures presented in table 3.1.10, already indicate lower 
than expected performance in 1981-1982. Even if 
annual plans for 1983 are achieved, therefore, growth 
performance in 1984-1985 would have to be substantial- 
ly higher, in some cases very much higher, than in the 
first two years of the plan period if the final outcome 
were to fall into line with the five-year objectives. 
Adjustments in the five-year plans of individual coun- 
tries, therefore, cannot be excluded in years to come, 
though so far none have been introduced or announced. 

As far as the pattern of economic growth in 1983 is 
concerned, the rather scanty figures included in the 
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annual plans give ground for only three major conclu- 
sions. Industry will continue as the leading sector in both 
eastern Europe and in the Soviet Union ~ as in the past — 
due to its large share in the economies of the region 
(ranging between 42 per cent in Poland and 68 per cent in 
the German Democratic Republic in 1981 in terms of 
NMP ргодисеч).??* The aggregate growth rate of gross 
agricultural output envisaged in eastern Europe as a 
whole (2.5 per cent), however, is only slightly lower than 
the corresponding rate for industrial output (2.8 per 
cent). The contraction of Soviet agricultural output in 
1979-1981 already mentioned, and also the only modest 
increase in 1982, suggest that the growth rate of 
agriculture retained for 1983 in the Soviet Union, at 10.5 
per cent, may not be excessively high. 

The plans of individual countries in 1983, as already 
mentioned, have many individual features as well as 
some common characteristics. These reflect their past 
developments and their present situation, as well as 

_ preferences opted for in their five year plans. These 
individual features have in fact already been mentioned 
in previous sub-sections. Others will be noted, at a more 
detailed level, in the sections dealing with industry, 
agriculture, investment, consumer incomes and supplies, 
and also in the section on foreign economic relations 
which follows in chapter 4 below. The present section 
will conclude with condensed reviews of the national 
plans of the individual countries of the region (tables 
3.1.1, 3.1.10 and 3.1.11 and also chart 3.1.2). 

In Bulgaria, recent developments and the annual plan 
for 1983 bring out three main features of economic 
development. First, overall economic performance in 
terms of NMP growth in recent years has been quite 
stable compared with other countries of the region and 
has moreover, been maintained at rather high rates. 
Second, the average annual NMP growth rate in 1981- 
1982 (4.5 per cent) was higher than that envisaged under 
the five-year plan (3.7 per cent). Hence, the five-year 
plan could be achieved even if the average annual growth 
rate in 1983-1985 is significantly lower (around 3.2 per 
cent) than either in 1981-1982 or than the average 
planned for 1981-1985 (3.7 per cent). Third, though 
performance in 1981-1982 was very buoyant in compari- 
son both with other countries and with the five-year plan 
targets, the annual plan for 1983 envisaged a further 
slowdown in the NMP growth rate (to 3.8 per cent, as 
compared with 4 per cent in 1982). If NMP growth falls 
below the rate planned for the year, 1983 will be the 
fourth consecutive year in which a deceleration of NMP 
took place. This followed a 6.6 per cent rise recorded in 
1979. A possible explanation for the reduced growth 
target for 1983 might be foreign trade and payments 
expectations, and notably the possible cuts in crude oil 
imports already mentioned. However, no_ specific 
indications have been published in the case of Bulgaria. 
As in most previous years, the growth rate of gross 
industrial output (4.8 per cent) has been set higher than 
the agricultural output target (2.7 per cent). For 
industry, this is roughly the same as the annual rate 
attained in the previous year (4.6 per cent). The growth 
rate of agriculture itself, though it seems low in 
comparison, is in fact demanding, following as it does 
two years when an average annual increase of 5.3 per 
cent was recorded. Judging by available information, 
and following sluggish growth in 1982, construction 1s 
expected to recover in 1983. Due to the increasing 
scarcity of factor inputs, requirements for increasing 
efficiency in their use have been given greater emphasis 


224 Statisticheskii ezhegodnik stran-chlenov SEV (CMEA Statistical 
Yearbook) 1982, p.41. 


than before.*?5 Expected labour productivity growth (3.9 
per cent, as compared with 3.8 per cent for NMP), 
suggests that the whole increment in NMP is expected to 
result from increased labour productivity, while employ- 
ment in the material sphere is expected to decrease 
slightly. The 8 per cent target for foreign trade turnover 
indicates that, according to the plan, economic relations 
with other countries, particularly with other CMEA 
countries and especially the Soviet Union, are expected 
to grow faster than NMP (3.8 per cent) and domestic 
retail trade (4.1 per cent). No figures were reported on 
the allocation of resources for domestic use. But the 2.8 
per cent planned increase in real incomes suggests that 
developments similar to those in 1982 can be expected. 

As already partly explained in sub-section (i), Czecho- 
slovakia has recently followed a quite different develop- 
ment path. After three years of steady expansion at rates 
above 4 per cent annually in 1976-1978, the growth of 
NMP moderated to roughly 3 per cent NMP annually in 
1979-1980. It registered a sharp decline in 1981 (when 
there was in fact a contraction in NMP of some 0.4 per 
cent). Developments in 1982 have justified the cautious 
attitude towards both the five-year plan for 1981-1985 
and the annual plan for 1982. An overall examination of 
experience in the recent past illustrated several main 
reasons for these trends. One concerns the relatively 
high import dependence of the national economy with 
regard to fuel. In addition, imports of crude oil have had 
to be cut — by some 10 per cent since 1982. The process of 
adjustment to the changing international economic 
situation, which, inter alia, has continuously affected the 
country’s terms of trade, started late. The management 
and planning system was also found to be partly 
responsible for the decelerating trend of the economy. 
Last but not least, three bad agricultural years since 1979, 
with significant contractions of agricultural output in 
1979 and 1981 (3.3 per cent and 2.5 per cent respectively) 
also contributed to the deceleration process. Judging by 
the annual plan for 1983, which envisages a 2.0 per cent 
growth of NMP, the national authorities estimated that — 
after three years of deceleration and one year of virtually 
stagnating net material product — there is room for some 
acceleration in economic growth. The speed-up is based 
on a 2.4 per cent planned growth rate of industrial 
output, and an even higher (2.7 per cent) planned rate of 
growth of agricultural output. In fact, if these two 
growth targets are achieved, NMP growth could be even 
higher than the 2 per cent planned, as their combined 
share in NMP in 1981 amounted to 69 per cent. After 
several years of slowdown and an absolute decline in 
1981 (and probably in 1982 also), construction is 
expected to recover by 2 per cent in 1983. Judging by the 
1.7 per cent planned contraction in total gross fixed 
capital formation — and the increasing stress placed on 
improving capital productivity — this increase is prob- 
ably linked with construction activities abroad and 
maintenance of the stock of houses. Labour productivity 
in the economy as a whole is expected to grow by some 
1.8 per cent and could thus account for some 90 per cent 
of planned NMP growth. Tighter requirements have 
been announced in respect of energy and raw materials 
saving, and export oriented branches will be given 
development priority. Retail trade turnover in the 
country is expected to grow by some 2 per cent, the same 
as NMP - which indicates that balanced economic 
growth is to be maintained. 


225 This was underlined by Mr. S. Bonev, the President of the State 
Planning Committee, Rabotnichesko delo, 16 December 1982, p.2: 
“The Plan envisages a higher number of shifts, greater utilization of 
productive capacities, and more economical use of raw materials and 
energy”. 
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In the German Democratic Republic, the annual plan 
targets for 1983 are a reflection of the specific medium- 
and short-term developments already discussed. The 4.2 
per cent NMP growth rate envisaged for 1983 is quite 
high compared with the other countries of the region, 
and is in fact the second highest after Romania. At the 
same time, it is relatively low compared with the average 
annual NMP growth rate envisaged in the five-year 
plan. However, if both average annual NMP growth in 
1976-1980 (4.2 per cent) and the successive growth rates 
of 4.4 per cent, 4.8 per cent and 3.0 per cent attained in 
1980, 1981 and 1982 respectively, are taken into account, 
the 4.2 per cent increase in NMP in 1983 appears as a 
reasonable, balanced reaction to recent developments 
and a target within the limit of possibility. Other targets 
incorporated into the 1983 annual plan, however, suggest 
that success in accomplishing the target will depend on 
substantial future progress in raising the overall efficien- 
cy of the national economy. NMP growth will depend on 
the attainment of a 3.8 per cent increase in gross 
industrial output (which contributes more than two- 
thirds of NMP), and of a 1 per cent increase in 
agricultural output. Both figures take into account 
further cuts in material costs. The expected sharp 
contraction in gross investment — by an estimated 13.4 
per cent — underlines that requirements in respect of 
marginal and overall capital productivity will be even 
more demanding. The same is true for labour productiv- 
ity, which is to grow by 4 per cent and 3.6 per cent in 
enterprises subordinated to the ministries of industry and 
construction respectively. (No figure was reported for 
expected overall labour productivity.) Foreign trade 
turnover is planned to grow by 13 per cent. Domestic 
retail trade turnover (probably in real terms) is planned 
to increase by 3 per cent. 

Hungary is in many respects an exceptional case 
among the east European countries. After Poland and 
Czechoslovakia, it is the third country in recent years 
which has recorded an absolute decline in the level of 
NMP. In contrast to the mid-1970s, however, Hungary 
has reacted strongly to the changing world economic 
climate, as befits by far the most export oriented and 
import dependent country of the region. The decelera- 
tion of economic growth in 1976-1980 in this country was 
reflected — as in the case of Czechoslovakia — in the 
modest average annual NMP growth rate planned for 
1981-1985 (2.7-3.1 per cent) and in the even more 
cautious annual growth rate planned for 1982 (1-1.5 per 
cent). The overall performance of the Hungarian 
economy in 1982 was above expectations. An annual 
1.52 per cent NMP growth rate for 1982 was reported, 
in spite of unexpected difficulties experienced in that 
year. The five-year plan for 1981-1985 was dominated 
by two broad objectives: the preservation of the standard 
of living, and balanced economic development, particu- 
larly as far as foreign economic relations are concerned. 
However, while in 1981-1982 it seems that the first 
objective took precedence over the second, the annual 
plan for 1983 makes it quite clear that the second will 
take priority in the remaining three years of the 
quinquennium. This strategy explains the choice of the 
option of a further slowdown of economic growth. 
Moreover, the NMP growth rate of 0.5-1 рег cent 
envisaged for 1983 is the lowest NMP growth rate 
envisaged in any other east European country or in the 
Soviet Union, and one of the lowest experienced in the 
history of Hungarian planning. However, judging by the 
relation between planned and actual performance in 
1981, there is a possibility that actual NMP growth could 
be higher than planned. The planned growth rates of 
both industrial and agricultural gross output (1-2 per 
cent in both cases), which together accounted for 64 per 


cent of NMP in 1981, indicate that NMP growth could 
be above the planned 0.5-1 per cent. The remaining 
figures reported in the national annual plan are 
consistent with the planned NMP growth rate. Re- 
sources for domestic use are expected to fall by 2.5-3 per 
cent. The repercussions will fall, as in previous years, 
mostly upon investment expenditures, the volume of 
which are expected to decrease by an estimated 10 per 
cent. At the same time a definite (0.5-1 per cent) 
decrease in private consumption is envisaged, together 
with a slightly bigger reduction of real incomes per capita 
(1.5—2 per cent). The expanding area of the economy, in 
line with the general orientation mentioned above, is to 
be foreign trade. In fact, the whole increase scheduled in 
trade turnover is expected to originate in exports, which 
are scheduled to grow by 7 per cent; imports are expected 
to remain at the level of the previous year. 

Medium and short term developments in Poland have 
already been dealt with in some detail in previous sub- 
sections, and only a few comments are necessary 
concerning expectations in 1983. Specifically, as far as 
the 2-2.5 per cent planned increase in NMP 15 
concerned, an evaluation has already been given at the 
beginning of this sub-section. Taking into account all 
circumstances, the growth target seems to be attainabic. 
While success cannot be guaranteed, since many 
different factors are involved, the NMP growth objective 
could be attained - and, maybe, over-fulfilled, on the 
basis of a planned 3.7-4 per cent increase in gross 
industrial output and a 2.4 per cent increase in gross 
agricultural production. Labour productivity is expected 
to grow by 1.6 per cent, which implies some increase in 
employment in the material sphere (0.4—0.9 per cent). 
Real incomes per capita are expected to decline further. 
This implies that the availability of resources for 
domestic use will be significantly lower than NMP 
produced, and will, in fact, contract further. Gross 
investments are expected — after four years of progressive 
decline — to increase slightly (by 1.6 per cent). This 
indicates that the decrease in total consumption might be 
even bigger than that for real incomes. The most 
expansionary sector, as in all other countries of the 
region, 1$ to be foreign trade. Turnover is planned to rise 
by 11 per cent. 

As in the German Democratic Republic and Hungary, 
the 1983 annual plan of Romania reflects both specific 
recent developments and the five-year plan objectives. 
The two point in different directions, however. Recent 
developments suggest historically lower NMP growth 
rates while the five-year plan strategy requires that the 
high annual average growth rates of 1976-1980 be 
maintained. To bridge this gap, the Romanian annual 
plan for 1983 calls Гога 5 per cent NMP growth rate — 
somewhere between the actual performance in 1982 (2.6 
per cent) and the annual average required by the five- 
year plan (7.1 per cent). As already mentioned, the 
central feature of present economic strategy is to provide 
for an acceleration in economic growth in 1983-1985. 
Fulfilment of the five-year plan targets has been 
relegated to second ‘place. In addition, the annual 
growth rates envisaged for industry and agriculture (8 
per cent and 6.1 per cent respectively in net value added 
terms) indicate that the country does not exclude the 
possibility of more buoyant growth in 1983, since these 
two sectors account for some 75 per cent of Romanian 
NMP in 1981. Here again, foreign trade is to be the most 
expansionary sector (a 13.5 per cent increase in trade 
turnover 1$ envisaged). Preliminary indicators of exports 
(a rise of 18 per cent) and imports (a rise of 8 per cent),?2° 
suggest that resources for domestic use will remain at a 


22° Scinteia, 9 October 1982, р.5. 
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lower level than NMP produced. The same conclusion 
can be drawn from plan data on the expenditure side, 
since investments are expected to grow by only 0.7 per 
cent and retail trade by 3 per cent. These rates are 
substantially lower than the 5 per cent increase targeted 
for NMP. 

Medium- and short-term developments, as well as the 
annual plan for 1983 in the Soviet Union have already 
been examined in detail in previous paragraphs and 
there is little further to add. As already mentioned, the 
3.3 per cent NMP target growth rate could be attained if 
the very high agricultural growth rate (10.5 per cent) and 
the more moderate industrial gross output growth rate 
(3.2 per cent) are achieved. The plan projects a 3.5 per 
cent growth rate for industrial consumer goods, higher 
than that for industrial producer goods (3.1 per cent). 
This could provide more room for improving the 
standard of living within the rise in the level of NMP. In 
the framework of a 3.3 per cent rise in resources for 
-domestic use ("NMP distributed”- the only NMP 
aggregate regularly reported for the five-year and annual 
plans of the Soviet Union), investment allocations are 
supposed to grow faster (by 3.2 per cent) than total 
consumption (for which no figure was published). 
Growth of real incomes per capita (3 per cent) as against 
growth of average net real monthly wages (1.9 per cent) 
together indicate that the usual pattern in consumption — 
faster growth of social than that of private consumption — 
will be preserved. Plan targets relating to increasing 
economic efficiency were presented for labour produc- 
tivity (the 3 per cent increase envisaged in the plan 
implies that it will contribute more than 90 per cent of 
the NMP increment). The efficiency of gross invest- 
ments is also projected to rise (fixed assets put in 
operation are expected to expand by significantly more 
than the value of gross investment). The material 
intensity of production is also planned to decline. 
Overall performance is also expected to improve in 
response to strict requirements concerning the improved 
functioning of all links and levels of the Soviet 
management and planning system. In particular, work 
discipline is to be tightened and contractual obligations 
between enterprises, different kind of associations and 
ministries are to be more strictly enforced. 

No detailed figures are available for developments in 
the Byelorussian SSR or the Ukrainian SSR in 1982 or 
with regard to their annual plans for 1983. Figures 
presented in tables 3.1.1 and 3.1.10, however, show 
clearly that in those two Soviet republics some slowdown 
in NMP growth rates also took place, though not at the 
same time or to the same extent. In fact, the sequence of 
NMP growth rates in table 3.1.10 indicates that the 
decelerating trend in the Byelorussian SR started in 1979 
(as in the case of the Soviet Union as a whole), while in 
the Ukrainian SSR it started as early as 1977. The rates 


of NMP growth, at the same time, show that overall 
growth decelerated more slowly in the Byelorussian SSR 
than in the Ukrainian SSR. This is certainly a 
consequence of the higher share of agriculture in the 
Ukrainian national output, which was therefore affected 
to a considerable extent by the four bad agricultural years 
since 1979. The annual plans of the two republics for 
1983 reflect both actual developments in recent years and 
the objectives embodied in their respective five-year 
plans for the 1981-1985 period. 

The annual plan of the Byelorussian SSR for 1983 
envisages а 3.8 per cent NMP growth rate — slightly 
above the average for 1981-82 (3.5 per cent) but lower 
than the average foreseen in the five-year plan (4.3 per 
cent). Due to the absolute contraction of agricultural 
output of the republic in 1982 (5.7 per cent), the growth 
rate of gross agricultural production is targeted to 
increase by 12 per cent. This compares with the 3.4 per 
cent growth rate planned for industry — somewhat lower 
than the 4.7 per cent recorded in the previous year. Both 
growth rates seem to be realistic and obtainable. As for 
the Soviet Union as a whole, labour productivity is 
planned to bring about a high share — some 87 per cent — 
of the total NMP increment, while the change in 
employment in the material sphere (0.5 per cent) should 
provide for the rest. Gross fixed capital formation is 
expected to grow by 5.8 per cent, considerably faster than 
NMP produced. Judging by a planned 3.1 per cent 
increase in real incomes per capita, however, it seems 
likely that some part of these investments are to be 
financed by resources from outside the Republic itself. 
Retail trade is planned to grow by 5 per cent. 

The annual plan of the Ukrainian SSR for 1983 
envisages а 3.0 рег cent NMP growth rate. This is ower 
than the average attained in 1981-82 (3.3 per cent), and 
at the same time also falls below the average foreseen in 
the five-year plan (3.6 per cent). No contraction in 
agricultural output in 1981-82 took place, but it fell 
sharply (by some 11 рег cent) in the two previous years. 
Output in 1981 and 1982 recovered only modestly (by 1.7 
per cent and 5.3 cent respectively). The growth rate of 
gross agricultural production foreseen for 1983 is also 
very high - 10.2 per cent. Gross industrial production of 
the Ukrainian SSR is planned to grow by 2.8 per cent, or 
slightly above actual growth in 1982 (2.7 per cent). 
Employment in the material sphere in the Ukrainian 
SSR is expected to remain constant. Hence, labour 
productivity should account for the whole of the 
increment in the national income. Gross fixed capital 
formation is to remain at the level of 1982. Real incomes 
are expected to grow by the same rate as in the Soviet 
Union as a whole - 3 percent. Retail trade is expected to 
grow Бу 6 per cent — one tenth faster than the average for 
the Soviet Union as a whole (5.4 per cent). 


3.2 AGRICULTURE 


This section deals with the recent development in 
agricultural production, inputs and policies. In sub- 
section (i) the growth of gross agricultural output and its 
structure in 1982 is compared with the average annual 
level of the previous five-year period and the planned 
development of the current five-year plan. In sub- 
section (ii), crop production levels and structures are 
analyzed. Sub-section (iii) deals with the fodder supply 
and the role of fodder imports. Livestock development, 
including output of the main animal products is 
summarized in sub-section (iv). Main trends in the 
supply of inputs and progress in raising the efficiency of 
production are described in sub-section (v). In sub- 
section (vi) recent agricultural policy measures an- 
nounced or implemented in 1982 are presented. In the 
last sub-section, the main targets of agricultural develop- 
ment in 1983 are outlined. 


3.2(i) Growth of output 


In most countries, agricultural gross output increased 
in 1982. Favourable developments in 1981 were fol- 
lowed by further growth in Bulgaria, Hungary and in the 
Ukrainian SSR. In Czechoslovakia, Romania and the 
Soviet Union, the period of stagnation in 1979, 1980 and 
1981 was followed in 1982 by production increases 
ranging between 1.1 and 7.5 per cent (table 3.2.1 and 
chart 3.2.1). In the German Democratic Republic, 
Poland and the Byelorussian SSR results were not up to 
the level of the previous year. Gross output decreased in 
these countries by between 3.6 and 5.7 per cent. In 
almost all countries (excluding Poland) output in 1982 
was higher than the average of 1976-1980. However, the 
overall picture changes considerably when performance 
in 1982 is compared with the five-year plan target for 
1982 (based on average annual growth rates 1981-1985 to 
1976-1980); only Hungary reached the planned output 
objective. 


The structure of gross agricultural output changed in 
1982 in favour of crop production (table 3.2.1 and chart 
3.2.1). Only in Bulgaria and Hungary was this ac- 
companied by increasing levels of animal production. In 
all other countries livestock product output stagnated or 
declined. 

In Bulgaria the share of animal production in 1981 and 
1982 stabilized at the level planned for 1980. In’ 
Czechoslovakia, the share of crop output in 1982 was, for 
the first time in the current five-year plan, higher than 
the average for 1976-1980, but animal production 
declined, reflecting the drop in fodder output in 1981. 
Virtually no change in the share of animal production in 
total output occurred in the German Democratic Republic 
and Hungary. However, crop output in the former 
country is still insufficient to provide an adequate fodder 
basis for the current high livestock population, whereas 
in the latter the relation between crop and livestock 
output is well balanced. In Poland, where in 1981 a slight 
upturn in output followed the disappointing perfor- 
mance in 1979-1980, the share of animal production 
continued to decrease due to fodder shortages. No 
information on the structure of output has been reported 
from Romania. Judging by available information, the 
planned increase in the share of animal production in 
1982 did not take place, but some progress is likely in 
1983 following good crop production in 1982. The Soviet 
Union could also increase the share of crop in total output 
and re-establish the same average share as in 1976-1980. 


3.2(ii) Trends in crop production 


All countries in the region planned to increase the 
volume and yield of crop production in 1982 in order to 
improve the fodder basis of animal production and, in 
some countries, to rebuild the herds or expand export 
possibilities. In most countries progress was made. 


TABLE 3.2.1 
Gross agricultural, output 


Annual percentage 


Percentage share of 


change total output 

Country and period Total Crop Animal Crop Animai 

Bulgaria 
1976-1980 Dal 0.4 4.4 54.5 45.5 
1979 6.0 5.6 6.5 54.5 45.5 
1980 — 4.5 5) 0.5 57/2 47.8 
1981 : 5.9 10.2 22 53.2 46.8 
Plan 1982 2.2 Be a es in 
1982 4.7 6.4 3.0 54.0 46.0 
Plan 1983 sex 27 = к sis 
Plan 1981-1985 3.4 

Czechoslovakia 
1976-1980 1.6 1.0 2.0 42.0 58.0 
1979 iis! =P} —0:3 41.3 58.7 
1980 4.8 6.2 3.9 41.9 58.1 
1981 ; 2 =) — 0.5 40.7 59.3 
Plan 1982 8:2 oe Аа ais =e 
19825 Het 8.9 —4.2 43.8 56.2 
Plan 1983 a tg 2) 5.6 0.0* 45.0* ‘55.0* 
Plan 1981-1985 1.8=2.2 ts ts ac bs 
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Country and period 


German Democratic Republic 


1976-1980 
1979 

1980 

1981 я 

Plan 1982 

1982 

Plan 1983 2 
Plan 1981-1985 


Hungary 
1976-1980 
1979 
1980 
в. 
Plan 1982 
1982 nemeen.. 
Plan 1983 


Plan 1981-1985 _ 


Poland 
1976-1980 
1979 
1980 
1981 
Plan 1982 
[9824+ oc 
Plan 1983 


Plan 1981-1985 | 


Romania 
1976-1980 
1979 
1980 
1981 = 
Plan 1982 
1982 he 
Plan 1983 


Plan 1981-1985 | 


Soviet Union 
1976-1980 
1979 
1980 
1981 a: 
Plan 1982 
1982 =. 
Plan 1983 


Plan 1981-1985 


Byelorussian SSR 
1976-1980 
1979 
1980 
1981 1. 
Plan 1982 
1982 eu. 
Plan 1983 


Plan 1981-1985 


Ukrainian SSR 
1976-1980 
1979 
1980 
1981 №. 
Plan 1982 
1982 . 

Plan 1983 ‘ 
Plan 1981-1985 


i м ь "чт окококк—кокодод_д_д_дк_дкдккдкдкдкдд 


Sources: National statistics; CMEA statistical yearbooks; plans and plan-fulfilment reports. 
« Agriculture, forestry and food processing. 


> Net output 


‹ Over average annual output in 1976-1980. 


TABLE 3.2.1 (CONTINUED) 


a ЕЕЕИИНЕЕННЕНЕСНЕНННИНИ 


Annual percentage 


5.3 
10.2 
2.3 


Agriculture 


change 


Crop 


Percentage share of 


total output 

Crop Animal 
40.3 59.7 
39.7 60.3 
37.1 62.9 
37.0 63.0 
37.78 62.3* 
50.4 49.6 
49.4 50.6 
50.7 49.3 
49.9 50.1 
50.4* 49.6 
54.2 45.8 
53.2 46.8 
52.9 47.1 
56.0 44.0 
58.4 41.6 
56.5 43.5 
56.0 44.0 
55.1 44.9 
58.5 41.5 
59.0* 41.0* 
45.8 54.2 
44.8 55.2 
44.8 55.2 
43.9 56.1 
46.0* 54.0* 
43.6 56.4 
44.6 55.4 
39.0 61.0 
46.2 53.8 
48.8 51.2 
46.4 53.6 
44.7 
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CHART 3.2.1 
er Би 


Gross agricultural output: total production,crop and animal production 


(indices, 1973-1977= 100) 
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CHART 3.2.1 (continued) 
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1985 


Crop output increased in Bulgaria, Czechoslovakia, 
Hungary, and possibly also in Romania, by between 6 
and 10 per cent and by around 9 per cent in the Soviet 
Union (table 3.2.1). Average levels during the previous 


(Output per year in million tons; yields in quintals per hectare) 


Production and yields of grain crops 


Gross output 
Gross output (Five-year plan) 
Crop production 


Animal production 


five-year plan period were exceeded in all countries for 
which information was available. 


A remarkable feature of 1982 was the grain harvest in 


TABLE 3.2.2 


east European countries (table 3.2.2). Bulgaria produced 


Grains total Wheat Rye Barley Oats Maize Total grain 
output per 
Country and period Output Yield Output Yield Output Yield Output Yield Output Yield Output Yield capita in kg 
Bulgaria 
1976-1980 7.98 35.4 3.51 37.4 0.02 13.6 1.53 31.6 0.07 14.1 2.65 40.3 905 
1979 8.36 37.0 3.36 35.0 0.02 14.9 1.54 82.5 0.07 Was} 3:22 48.3 947 
1980 770 36.1 3.85 Sh F) 0.03 14.1 1.38 32.3 0.05 12.9 26 38.5 868 
1981 8.53 39.4 4.44 43.0 0.03 12.6 1.41 36.8 0.06 13.6 2.40 42.5 960 
1982 Е: . 10.06 43.4 4.90 46.3 0.03 14.3 40.5 0.05 15 3:22 51.6 
Plan 1981-1985 .10.5-11.0“ 
Czechoslovakia 
1976-1980 10.20 36.9 4.95 40.2 0.58 Mall 3539 36.8 0.42 - 26.0 0.72 45.0 674 
1979 Е 9.30 33:5 3.74 33.6 0.49 29,3 3.60 34.6 0.40 26.8 0.95 50.1 610 
1980 10.86 40.1 5.39 45.0 0.57 31.9 3.58 38.8 0.42 30.4 0.75 46.9 709 
1981 9.53 35.5 4.33 39.7 0.54 31.8 3:39 34.! 0.43 26.9 ().71 41.3 622 
1982 Е В 10.27 40.0 4.61 43.0 0.58 32.9 3.65 ЗА 0.48 28.4 ().94 51.9 
Plan 1981-1985 12.40" a 
German Democratic 
Republic 
1976. 1980 9.12 35.4 3.00 41.7 re) 21| 3.72 37.9 0.53 33.4 43.5 544 
1979 8.95 35.3 312 143.8 1.83 27.0 3.32 35.2 053 ВУ 46.9 535 
1980 9.70 377 3.10 43.8 1.92 28.3 3.98 41.1 0.58 87.5 44.9 579 
1981 8.94 SIGIR, 2.94 43.6 1:80) 2724 3.48 36.0 0.60 348 44.6 534 
1982 ани 3 10.00 39.8 ahs) 46.3 a 32.4 4.06 41.4- 0.85 38.8 
Plan 1981-1985 10.40" B95!) 
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TABLE 3.2.2 (CONTINUED) 
i ae ee a ere 


Grains total Wheat Rye Barley Oats . Maize ee 
Country and period Output Yield Output Yield Output Yield Output Yield Output Yield Output Yield capita inkg 
Hungary 
1976-1980 о. ea 41.6 5.19 40.6 0.14 16.5 0.77 325) 0.09 287 (ashy 48.5 1 196 
1979 ee pel 2ck9 40.3 3.71 32.6 0.09 13.3 0.71 27.0 0.09 19.6 7.40 54.0 1 140 
1980 АТА 47.3 6.08 47.6 0.14 19.0 0.93 Sia 0.11 30.3 6.67 53.2 1322 
1981 в ВИ S105 44.9 4.61 40.0 On 15.6 0.90 31.4 0.17 28.8 6.96 58.6 1216 
1982 м al 4.80 52.9* 5.76 43.9 on ae ae aa x < 7.93 68.5 = 
Plan 1981-1985 a ka 715572 Ha es ne 2% ie ae é 
Poland 
1976-1980 И ee 9.72 24.5 5.09 29.3 6.47 21.6 3.56 27.6 2.43 22.8 0.16 40.0 564 
1979 В Ay as geil POM 21.8 4.19 27.0 5.20 18.1 3.73 25.4 219 20.0 0.18 39.0 498 
1980 Pe и AO. 54, 23] 4.18 26.0 6.57 21.6 3.42 25.9 225 22.5 0.06 35.4 521 
1981 пе о ори 19:94 24.7 4.20 29.6 6.73 22.4 3.54 273 2.73 23.6 0.07 42.0 555 
1982 а фе 12120 26.1 4.50 30.7 7.80 23.8 3.60 29.5 2.60 24.0 0.07 42.0 582 
Plan 1981-1985 .: .. .. 
Котата b b 
1976-1980 ое 01948 30.1 6.15 26.8 ee ae 1.98 29.9 0.06 10.9 11.10 33.6 892 
1979 ae ee ee, ae ee 30.0 4.72 22.0 Fe He 2.04 26.4 0.06 10.0 12.43 37.2 881 
1980 Tig 20:30 30.8 6.47 28.4 at a 2.47 30.5 0.05 9.2 PS Во 915 
1981 и ee. 20108 29.8 5.35 25.0 се в 2.57 28.0 0.07 10.5 11.89 Вы! 898 
1982 Е how Ge 22:54 3338 6.51 29.7 ae ie 3.00* ae 0.08 ee 12.64 42.1 aa 
Plan 1981-1985 628502 
East European 
Countries 
1976-1980 sg ee 6 PS) 31.5 27.89 34.0 8.96 22.8 14.95 BON, 3.60 23.6 21.01 38.4 732 
1979 Pi) Oe eee 27519 2915 22.82 30.0 7.64 20.1 14.95 30.1 3.34 21.7 24.17 43.2 698 
1980 реек: 8]21 325 29.05 36.2 9.22 ЗИ 14.74 33.6 3.46 24.4 20.89 39.4 743 
1981 аи ЭРЫ 25.87 34.5 9.22 23.5 15.29 31.6 4.06 24.6 22.07 41.9 728 
1982 Е 8833 35 * на Be a ae i a ys anf a ays sh 
Plan 1981-1985 
Soviet Union 
1976-1980 20-05 16.0 99.69 16.4 10.88 14.0 55.15 16.3 17.16 14.2 9.57 Ble 785 
1979 УЗ fie Sep Pel 9228 14.2 90.30 15.6 8.12 PES 47.96 13.0 1557. 12.4 8.37 31.3 681 
1980 А о gen 09:09 14.9 98.18 16.0 10.21 11.8 43.45 13.8 15.54 132 9.45 Sod 712 
NOS Tee. eye ett ony! 60:0 27 80.00 14.9 8.50 11.3 39.00 12.9 14.00 12.0 8.00 22.6 598 
er ee И [79:0 14.2 84.00 15.0 10.00 13.0 48.00 13s), 14.00 127 11.00 28.9 
Plan 1981-1985 Se BOO 18.7 me os om ee Be as ore 26 9 г 
Byelorussian SSR 
1976-1980 eee ONS 8) 0.33 251 1.99 21.6 2.90 23.3 0.72 20.0 en? ae 651 
1979 ats, Eee 98. 15.1 0.21 19.0 1.58 16.6 2.03 15.6 - 40/56 14.4 в. a 478 
1980 ame, a ee 01 16.0 0.24 19.9 1.85 17-2 2.05 16.9 0.59 15 a se 519 
1981 So Oe ae 5.81 19.3 0.54 Ро 2] 20.5 2:23 21.0 0.73 17.8 
1982 Cen ers ss S91 19.7 ae м. ak Ae wt 5% ie ae 
Plan 1981-1985 
Ukrainian SSR 
1976-1980 org tinea Л 26.1 О 5 1.28 Lids, 10.64 24.6 1.49 19.5 4.35 29.0 869 
1979 ое. 13396 21.1 17:26%25.8 1.10 16.7 8.57 18.5 1.03 13:5 3.95 27.8 681 
1980 а 8 ©) 23.1 21633) 26:6 1.14 14.2 7.24 20.8 1.18 16.7 4.07 272 762 
1981 о 5 № =: BF os ee “i ae a = 
1982 EER Gee, ON ee wey a OOe 
Plan 1981-1985 
East European 
countries and 
Soviet Union 
1976-1980 Seo 6 284.29 Icey DAYS TERS) 19.84 17.0 70.10 18.2 20.76 5-5) 30.58 36.2 770 
1979 6253.08 ой ПЗ УЗ 15.76 15.3 62.90 15.0 18.51 13.4 32.55 39.4 686 
1980 а. 2036 ПЭ ПРИ) ТЗ 19.43 15.4 58.19 16.4 19.00 14.4 30.34 36.6 721 
1981 о. — 240105 15:9* 105.87 oe 17:72 о 54.29 a 18.06 bie 30.07 
1982 Bde oor yh! 16.9* ne nie за ae 64.31 ie г i 33.38* 


Plan 1981-1985 и a ES i У ий ь Ps 2 a 7 
в а 9 Ш чм 


Source: As for table 3.2.1. 


* Estimation of the Secretariat; calculated on the basis of national plan data for grain output in 1985. 
Including rye. 


“Estimation of the FAO; monthly bulletin of statistics, 5 October 1982; Food Outlook, 30 November 1982. 
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10 million tonnes of grain for the first time in its history 
(equivalent to more than 1,000 kg per head of the 
population). Czechoslovakia increased grain output by 
about 700 thousand tonnes compared with 1981 — to 
more than 10.2 million tonnes. The German Democratic 
Republic also attained a record of 10 million tonnes of 
grain, and yields rose above the plan target for 1985. 
Hungary grew 14.8 million tonnes of grain. This was 
considerably higher than the average during the preced- 
ing five-year plan, and already up to the lower limit of the 
target range for 1985. A bumper crop of rice was also 
brought in. In Poland, the favourable tendency in the 
development of grain output and yields since 1980 
continued. The 21.2 million tonnes grain crop was 7.5 
per cent higher than the average during 1976-1980. In 
Romania, the stagnating tendency of the last three years 
was reversed. A record 22.34 million tonnes of grain was 
harvested, equal to about 1,000 kg per capita. The east 
European countries together produced around 88 million 
tonnes of grain, some 11.5 per cent above the annual 
average output in the previous five-year plan period. 

The good results in grain output obviously reflect 
several combined factors and conditions. More exten- 
sive use of higher yielding crop varieties, more timely 
sowing and harvesting, and an increased degree of 
mechanization all contributed. But weather conditions 
played the decisive role. Warm dry weather before and 
during the harvest season favoured high yields, reduced 
harvest losses, and facilitated storage. 

The structure of grain output in east European 
countries in 1982 followed the trend of recent years (table 
3.2.3). In Bulgaria, Hungary and Romania, wheat and 


TABLE 3.2.3 


Structure of grain output 
(Percentage shares)" 


Wheat Rye Barley Oats Maize 

Bulgaria 

1976-1980 . . 44.0 0.3 19.2 0.9 832 

ISSO = Ш» 21172500 0.4 17.9 0.6 29.4 

ВОВА о, 229 0.4 16.5 0.7 28.1 
Czechoslovakia 

1976-1980 . . 48.5 7 33:2 4.1 7.1 

КОЗЫ. * > 5. 5249.6 52. 33.0 By 6.9 

NGS СИИ terest 49:4 5 35.6 4.5 125 
German Dem. Rep. 

1976-1980 . . 32.9 19.2 40.8 5.8 — 

NOS Ota ос += 32.0 19.8 41.0 6.0 - 

ВОВ chen ее 32.0 20.1 38.9 6.7 — 
Hungary 

1976-1980 . . 40.7 le 6.0 0.7 49.9 

а 8429 1.0 6.6 0.8 47.1 

О aM 994 0.9 6.9 1.3 53.4 
Poland 

1976-1980 . . 25.8 32.8 18.1 12.3 0.8 

CORO be ЗИ. 622.5 35.4 18.4 1172 0.3 

NOS а el aL 33.8 17.8 13:7 0.4 
Котата а 

1976-1980 . . 31.6 — 10.2 0.3 57.0 

Позови. 31.9 — 117 0.2 54.9 

OST oe И: 266 — 12.8 0.3 59.2 
Soviet Union 

1976-1980 . . 48.6 5:5) 26.9 8.4 4.7 

ГОО 51.9 5.4 23.0 8.2 5.0 

1982. Fer Ge 509 5.3 24.4 8.8 5.0 


i 


Sources: As for table 3.2.2. 

4 Due to the omission of minor grains, the above percentage shares do not add to 100. 
» 1982: 34 per cent. 

© 1982: 53.6 per cent 

4 Including rye. 


maize predominated, with the importance of maize 
slightly increasing. In Czechoslovakia, wheat and barley 
are the most important cereals. The output structure is 
similar in the German Democratic Republic, which 
however produces a higher share of rye. In Poland, rye is 
the biggest grain crop, followed by wheat and barley. 
The latter is also gaining ground in Hungary and 
Romania. The Soviet Union published no data on grain 
production in 1981 and 1982. According to estimates of 
the Food and Agriculture Organization of the United 
Nations (FAO), Soviet grain production may have 
recovered slightly from the low output levels presumed 
for 1981. The FAO estimates that production in 1982, in 
spite of unfavourable weather conditions in the fourth 
consecutive year, may have reached about the level of 
1979 (179 million tonnes).??” The last recorded figure for 
total Soviet grain output was 189 million tonnes in 1980. 
Whereas for most types of grain the average level of 
1976-1980 has not yet been achieved, maize output 
probably exceeded the annual average of the previous 
five-year period by about 15 per cent. 

With regard to developments in the non-grain crops in 
1982 (table 3.2.4), the east European countries and the 
Soviet Union can be divided into two groups: to the first 
belong the countries where weather conditions favoured 
both grain and other crops (Bulgaria, Hungary and 
Romania); in the second are countries where the long 
period of dry weather hindered production of non-grain 
crops. A cold spring and unusual and persistent drought 
in the main growing season of potatoes, sugar-beet and 
root fodder crops limited output to below their 1981 
levels in the German Democratic Republic, Poland and 
the European part of the Soviet Union. It retarded 
growth and reduced the quality of crops. 

Bulgaria considerably increased output of potatoes in 
1982 — Бу 15.4 per cent compared to 1981 and by 25.7 per 
cent above the average of 1976-1980. Sugar-beet output 
was also significantly better than in 1981 but still behind 
the average annual performance of the previous five-year 
plan period. Output of oil-seeds rose 21.7 per cent above 
the 1976-1980 level — a record result. In Czechoslovakia, 
output of non-grain crops was influenced by low rainfall, 
which adversely affected root crops, green maize and 
fresh fodder plants. Good results were reported for 
sugar-beet output (around 7.6 million tons, or 9.4 per cent 
above the average amount in 1976-1980 — equal to the 
record result in 1979). The output of many crops in the 
German Democratic Republic was heavily affected by 
persistent drought. In most areas of the German 
Democratic Republic, rainfall in 1982 was below one-third 
of the long-term average. There was no rain in many 
regions in a 15-week period during the main growing 
season of root and fodder crops and, in particular, 
pasture-land was affected. Yields were generally below 
the average level of 1976-1980 (table 3.2.5) thus 
illustrating the scale of weather dependence of some 
crops. For potatoes, vegetables, sugar-beet and oil- 
seeds, yields were lower than in 1981. However, low 
sugar-beet output did not affect the planned white sugar 
production, because of the high (16 per cent) sugar 
content.. 

For Hungary, 1982 was a very good agricultural year. 
The output of most crops increased. An exceptional 
sugar-beet harvest was gathered (35.2 per cent over the 
1976-1980 annual average) and the same was true of oil- 
seeds. Output was about 85 per cent and yields about 33 
per cent higher than in 1976-1980. However, vegetable 
output stagnated and potato production declined. 
Poland faced problems similar to those of the German 
Democratic Republic (table 3.2.6). As a result of the 


227 See table 3.2.2, footnote c. 
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TABLE 3.2.4 


Production and yields of non-grain crops 
(Output in thousand tons; yields т quintals per hectare) 
ee eee РР eS > ee ee 


soe ny PaeSugicbeet __. ЗУМА ire ee ae BL. Rie Vegetables Fruit 
Country and period Output Yield Output Yield Output Yield Output Yield Output Yield 
ene ne eer oi bate han ibe с aa ee aA” ee oe eens nulls Cas wills aie Seeger ee 
Bulgaria 
197621980 OPPS eS: 370 105 1 827 290 511 15.8 1233 6.8 1 741 i 963 
1979) oat Aoi eee 424 108 2 045 337 587 17.8 17.5 10.9 1 773 1 860 
Ce Sc er msec 301 85 1 414 267 493 14.2 ПУ 9.5 1 639 1919 
198 ieee и Ки eae 403 110 1 136 215 569 159 12.7 10.0 ] 721 21215 
ОИ ЗН и sR 466 114 1 589 274 507 +a Е ae 1 622 a 
Czechoslovakia 
197, 6—=1980) ное ee SOS 165 7 104 328 180 Wied. — — 1 015 659 
ee. пи базе 96.3725 172 7 613 349 120 121 — — 1 049 593 
О лы. 2.695 136 7 230 932 252 19.2 — — 974 2. 
[DSi eee cee ee ore 2 4S 192 6 942 317 242 18.6 — — 1 027 443 
ОЗ Mewes eee ТТК FMS 503 176 8 210 384 А Ss —- — 1125 у 
German Democratic Republic 
OTGSI980" = ee eee 9873 175 6 510 267 301 22.8 — — [555 686 
1223 223 6 502 263 215 Wes — — 1 659 1 063 
1980) ур AU At Or 9:21 5 180 6 856 281 318 23.6 — — 1 472 790 
1981 эмм lt. ет 100378 206 7 207 308 293 21.7 — — 1 682 650 
1982 Е 5 65820 175 7 100 276 Hh os —- — 5% 3s 
Hungary 
1976—1980. жи 6) 54015567 142 3 979 336 447 14.8 — — 1 794 2 347 
19796 gat: ee) cation, 4am 1512 144 3 928 349 У 16.3 — — 752 21253 
О ee en, а 392 150 3 941 376 620 16.7 — — 14193 2 551 
OSU hacia since rity. Fete wee (008 182 4719 388 772 18.7 — — 1 591 2419 
ее ol Al S vat 5 380 425* 826 19.8* — — 1 600* 
Poland 
1976—1980 „о, №, к 42,0 42 177 14 149 280 655 19.0 — — 4 183 1717 
ОА сел 49212 203 14 154 311 257 15 — — 4 720 1 791 
и 20 39] 113 10 139 221 583 i723 — — 3 847 1 563 
О eee. 42562 189 15 867 338 505 17.5 — — 5 087 1 837 
Тору Ae FS ОЧЕН 32: 000 147 15 100 306 444 16.4 — — 4 204 
Котата 
1976-1980 Sees eee 4 232 147 6 135 248 1 190 13.7 0.6 2.6 3 523 2 893 
197 OMe ag, чо Fe AE PRS! +4562 151 6 109 236 1 339 14.3 2 6.3 3 529 3 293 
Озон FT. PEL) ии о 4118 5 141 5 562 234 1 336 1315 0.2 2.0 3 589 2 731 
ТО Wen ATS ЗА etre 41447 145 5 441 193 1 139 12 0.4 37 4 037 3 106 
ОЗ Хо ао 56745533 167 6 647 247 а ie os hy 4 618 4 
East European countries 
L976 =}OSOPREM:. оо 61162662 172 39 704 285 3 284 15.8 12.9 6.3 i3 811 10 265 
ТОПОТ aay ЭН. 672,308 198 40 351 298 3 035 [Sal 18.7 10.4 14 482 10 853 
1980 6 Я ey opens Segttletes 244129 127 35 142 267 3 602 13.4 11.9 9.0 13 314 10 326 
Ос О». АО tt 63.141 186 41 312 299 3 520 155 1 9.5 15 145 10 660 
ое о ее: 5 0737, si 44 026 ve tt ae a we oe 
Soviet Union й 
1976-19805 3%. ах сы 82 571 117 88 446 237 6 044 10.2 8 932 29.3 26 326 15 170 
99 crete ee a5 oe eet {901956 130 76 212 204 6 077 10.4 9 161 29.6 Dis) 16 303 
NOS Oi ee tie ие 674023 96 80 987 218 2) 927 9.1 9 962 Sh 27 291 14 673 
NOS ee tka oe ac, ee 72.087 105 60 843 168 5 320 9.4 9 636 30.4 27 138 17 256 
LOS eee we se 781000 Bs 71 000 и 5 300 Fe 9 300 1 2 18 000 
Byelorussian SSR 
ISZO=1980"" eee ee 02) 159 1 249 246 a0 ie Fe 752 480 
И А 5253 191 | 383 270 ss ES и ase 797 422 
ТОО Fee SY Beir? 0°33), 119 Lore 229 та св ae a0 733 414 
|988 APSR SRE 01913419 173 1 403 270 As oe ae 5 838 676 
19827380: ..ТЗ%Г..да. BEES TAS 115 1 092 207 re cas ne ad 835 570 
Ukrainian SSR a 
1976=1980 Sete hy eer 20542 120 53 891 300 2 422 14.3 is of 7 579 3 878 
О 9 128 135 47 085 263 2 639 16.0 ete sé 7 216 4 840 
LOSOc es ieoriee. Perr ses 413133 77 48 841 274 2257 13.4 ss «2 7 186 3 139 
[OSes 519013 115 36 474 211 2312 14.2 в ua 6 131 3 900 
OS ee ne OEY Bo 0,000 _ 42 300 300 2 500 aa ; 8 ae 7 200 4 600 
’ East European countries 
and Soviet Union 
IS76 [1980 eee ee . 145233 136 128 150 250 9 328 Я 8 945 29.1 40 137 25 435 
ПО ин гы №162 994 131 116 563 230 ИВ fs 9 180 с 41 697 27 156 
а wel 152 106 114 701 231 8 929 10.2 9 974 31.6 40 687 24 970 
о ое бе 35288 132 102 155 204 8 840 ТЫ 9 649 30.3 


42 283 27 916 
ПРА о nse По кро ЛИНИЯ be 115 026 ae п 28 на ye ns is 
Source: As for table 3.2.1. 


* Sunflower, 
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TABLE 3.2.5 


Yields of non-grain crops in the German Democratic Republic 
(т quintals per hectare) 


a ВИНА ННЕИННИН НИНЫЙ 
Annual average 


1976-1980 1981 1982 
Potatoes77 Sw 175 206 175 
Sugar-becti se ae 269 308 276 
Fodder root crops . . . 499 ons 473 
Green and silo.maize . . 293 368 278 
Field fodder plants . . . 355 404 337 
Pasture-land) 4975 1. 2 264 284 262 
Meadows rue и: 291 312 282 


Source: National statistical report 1982 on plan-fulfilment, Mewes Deutschland, 15-16 
January 1983. 


TABLE 3.2.6 


Changes in output and yield of non-grain crops in Poland 
(Undices, 1976-1980 annual average = 100) 


1980 1981 1982 
Potato Output” =" 7 gas 617 99.6 74.8 
Yield 3 о eee 03.8 106.8 83.1 
Sugar-beet Output... . 71.1 Bal 106.5 
Yield а PS 120.7 109.3 
Oil-seeds Output” =’. .. 890 ТЫ 67.8 
Yield 911 92.1 86.3 
Нау Output’ . i) =. 100 126.7 90.0 
Yield we eee BFL 103.5 90.4 


Source: National report on economic development in 1982. 


prolonged drought, potato output dropped by around 25 
per cent in 1982. The hay crop was one-tenth, and fodder 
crops even one-fifth, down on 1981. The sugar-beet 
harvest decreased by about 5 per cent from 1981 but was 
still considerably higher (6.5 per cent) than the annual 
average in 1976-1980 and contained а high sugar 
content. As most other countries, Poland recorded an 
extremely good apple harvest. 

The output of non-grain crops in Romania developed 
successfully in 1982, contributing to an (estimated) 
increase of 13.6 per cent in crop production. More than 
4.5 million tonnes of potatoes and over 4.6 million tonnes 
of vegetables were harvested, the latter exceeding the 
1976-1980 annual average output by more than 30 per 
cent. Production of sugar-beet, fruits, wine and sunflow- 
er was also good, and in part, even excellent. In the 
Soviet Union the downward trend of output of many crop 
products was reversed in 1982, despite difficult weather 
conditions for the fourth consecutive year. Although 
there was a severe drought in the European part of the 
Soviet Union and an acute shortage of water in Central 
Asia, production of potatoes, vegetables, sugar-beet, 
forage crops and fruits increased and yields rose in 
comparison to the previous year. The (estimated) potato 
and sugar-beet harvests were respectively 8 and 16.6 per 
cent higher than in 1981. Raw cotton output decreased 
by 3.5 per cent compared to 1981 but still remained at a 
high absolute level (average output over the last three 
years was 7.8 per cent higher than the annual average for 
1976-1980). 


3.2(iii) Fodder supplies 


Domestic output of animal feed plays a decisive role in 
_ а! countries, influencing not only livestock development 


and meat production but also foreign trade patterns 
(table 3.2.8). 

Data on fodder output in 1982 are still incomplete. 
Total domestic fodder output (in fodder units) in 1980 in 
the east European countries and the Soviet Union was 
lower than the annual average for 1976-1980 (table 
3.2.7). The situation improved in 1981 in eastern Europe 
but deteriorated in the Soviet Union. 

_ These developments in fodder output did not ease the 
tightness of supply in most countries. Czechoslovakia, 
the German Democratic Republic, Poland and the 
Soviet Union were confronted with the alternative of 
increasing imports of grain and other feed or restricting 
animal production in line with domestic fodder availabil- 
ities — usually products with a lower energy and protein 
content. The option chosen in most cases was a mixture 
of the two possibilities: lower fodder imports and 
maximum use of available domestic fodder resources. 
Nevertheless, grain imports — mostly for feed purposes — 
continued at reduced but still high levels in Poland. They 
increased sharply in the Soviet Union as a result of the 
poor harvest in 1981. 

Thus while the Soviet Union increased grain imports 
by 25 per cent in 1981, Czechoslovakia decreased its 
grain purchases by 51.5 per cent and the German 
Democratic Republic by 36.4 per cent compared with 
1980 (table 3.2.9). Hungary, and to a lesser extent 
Bulgaria, have been in a more favourable situation and — 
at least in the former case — were able to simultaneously 
increase the use of domestically produced feed grain and 
boost exports in 1981. This is also true for 1982 following 
the record grain harvests. Romania could at some stage 
join this group, but the other countries of the region will 
be obliged to continue importing fodder, even if grain 
output can be developed to offset in part limited 
domestic production possibilities for high nutrient 
fodder. Data on 1982 grain imports are not yet available 
but, taking into account grain output in 1981, it is likely 
that similar policies were followed as in that year. The 
German Democratic Republic reported that, as in 1981, 
grain and foodstuffs to a value of 1.8 billion valuta marks 
were imported in 1982.228 


TABLE 3.2.7 


Changes in domestic fodder output (in feed units)? 
(Indices: 1976-1980 annual average = 100) 


1980 1981 

Bulgaria оч ОН 89.9 95.7 
Czechoslovakia a ee ee ee ee 102.4 103.5 
German Democratic Republic . . . 105.8 110.5 
Hungary et me pe ee oe - 107.1 110.0 
Poland SI I ST I ВМА... 84.7 103.4 
Romania ee ie ci. es La 100.3 106.6 

Eastern Europe hate Gro ee 95.8 105.2 
а Whore GT a aM See 96.4 89.3 

Eastern Europe and the Soviet Union 96.2 9319) 


—_—_ ыы ne UE aE EIEEEEEnEN ERIE EERE 


Sources: As for table 3.2.1. 

“Basic domestic fodder production includes: feed grains and pulses (nutrient 
coefficient weighting = 1.0); potatoes and feed roots (nutrient coefficient weighting = 
0.2) and roughage (nutrient coefficient = 0.4). Roughage includes only hay from 
cultivated grassland (annual and perennial), together with silage maize and green fodder. 
Estimates by the ECE secretariat indicate that these items account for 68-72 per cent of 
total domestic fodder consumption (in standard oat-based feed units) in eastern Europe 
and the Soviet Union together — the rest (28-32 per cent) being accounted for by grazing, 
domestic waste, micro-biological industry feed activities, and of course imported grains, 
oilseeds and other feed items. 


228 Е. Honecker, General Secretary of the Socialist Unity Party of 
Germany, in his closing statement at the Fifth Session of the Central 
Committee; 5. Tagung des Zentralkomitees der SED, 25/26.11.1982, Dietz 
Verlag, Berlin, 1982, p.18. 
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TABLE 3.2.8 


Basic fodder crop output 
(Annual average in thousand tons) 
Se ip Е Ee eee 


Coarse Green Hay from: 
grain Fodder and 
and root silage Annual Perennial 
Country and period pulses crops maize grasses grasses Meadows 

aa Ро ee ee eee eee ee eee 
Bulgaria 

1976-1980 ме ct pa eee 4316 690 4 866 24.1 2 028 659 

1979 Sn eee ие 4 884 747 5 759 24.5 2135 628 

1980 а о ees, Е. 3 724 479 4 498 34.3 2046 698 

1981 Sa te о Зав о а 3935 431 5 053 24.9 2501 622 
Czechoslovakia 

1976-1980 te Ie! фи 4 667 870 14 930 890 5 239 2 938 

1979 ae, eg) Ae 5 075 812 17 118 1313 4 947 "2975 

1980 ‘ab Ree fe oR 4900 715 14 647 1 147 6 022 3 099 

1981 ee ee eee ть 4 662 795 15 642 1 089 5 546 3 100 
German Democratic 

Republic 

1976-1980 Е ote 4 320 2401 10 951 749 4 060 4 073 

1979 В о a ak 3956 2019 13 496 912 4 243 4 291 

1980 SO) TOA ТЕ 4 636 1714 11 434 937 5 176 4 068 

1981 zeit Pee A CARS! «0: 4156 2721 13 434 1 073 9273 4 164 
Hungary 

1976-1980 „оду. озна 7365 692 6 104 256 2 647 1924 

1979 Otte: eek? .{G 8 284 689 6 222 246 2 705 1913 

1980 ро чото mies; aren 7870 661 6 613 266 2 862 2171 

1981 Ae etna, re gi A rs te 8 211 645 7 287 262 2 326 2 025 
Poland 

1976-1980 ee cee Lee 6 382 9 055 21 512 971 7 323 14 328 

1979 ee ee УЗ РЕ 6 327 10 673 25 680 977 7 357 14 721 

1980 СОКИ NY =. Pes 5927 8 044 18 000 1 109 6 980 12 381 

1981 а а МА. а 6 551 11 722 20 836 1 314 8 254 14 749 
Котата - 

1976-1980 сит М 13 228 3 605 4 348 1 884 3752 2 895 

1979 REARS ое Са 14 615 3 358 4 818 1 781 3771 2 841 

1980 AOU Bees On SC 13 770 2 986 3 688 1974 3 338 3 194 

1981 Bot i as Oe ee 14 661 3 276 4 403 2274 3 007 2988 
Soviet Union р 

1976-1980 Нач 88 798 44 193 254 123 34 848 57 921 47 348 

1979 Пос еее Срна 75 846 38 435 229 852 31 538 54 837 48 033 

1980 аи д. БА РР 74 810 41 561 266 168 35 154 63 553 49 270 

1981 Oro tes oe RS RR ee ae 36 558 232 085 29 727 66 149 53 146 


Source: CMEA statistical yearbooks. 


TABLE 3.2.9 


Net imports of grain of east European countries and the Soviet Union 
(In thousand tonnes) 
—ШШ eS 


Grain total of which: Maize 
1979 1980 1981 1979 1980 1981 

д 
Bulgaria hor the? Зи: 499 29 626 218 556 8872 
Czechoslovakia ..... . 2174 2 033 987 1 206 1178 660 
German Dem.Rep. .... . 3 378 4 025 2558 1201 3161 1 823 
НПА ar eee — 329 — 748 —1 288 —88 53 —114 
Poland Saf: Ааа, Seaton’ steers 7277 7 724 7 218 2128 27553 2465 
Romania Se ts ee КАЛ: 1451 525 1 385 642 286* 520* 
Soviet Union ....... 22963 28 940 41 085 14 332* 9 888* 14 467* 

ов. о Sa 37413 42 078 52 571 19 639* 17 569* 20 708* 


уУм—— 


Source : FAO Trade Yearbook, 1981, Vol.35, Rome, 1982. 
* Maize imports are higher than total grain imports as Bulgaria is a net exporter of other grain. 
> Net exports. 
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3.2(iv) Livestock output 


The size of herds expressed in conventional livestock 
units, in most countries of the region increased slightly in 
1981 as compared with the average annual level of 1976— 
1980 (table 3.2.10). Structural developments were 
characterized by two different features. In countries 
where grain output accounted for a high share of crop 
production (Bulgaria, Hungary, Romania) the number of 
pigs increased, while cattle numbers stagnated or slightly 
decreased. Other countries, like Czechoslovakia and the 
German Democratic Republic, decreased the number of 
pigs due to insufficient domestic grain output and limited 
feed import possibilities. Cattle herds were maintained 
using domestic fodder. The changes in the shares of raw 
fodder, green and silo maize in total feed supplies were 
accompanied by longer grazing periods. These changes 
did not occur without difficulties and, in part, lower 
yields. 


In most countries the size of herds of various types of 
animals in 1982 was similar to, or slightly above, the 
annual average for 1976-1980 (table 3.2.11). In Poland, 
increases above the low levels of 1980 took place but 
herds are still generally smaller than the average during 
the preceding five-year plan period. No improvements 
in this respect can be expected in 1983.229 

The continuous growth of herds of sheep and goats is a 
notable feature in all countries during recent years. It 
reflects efforts towards the full utilization of fodder 
reserves for meat production. Poland has already 
restored herds of these animals to the level of the 
previous five-year plan period (1976-1980). 

Output levels of the most important livestock products 
in 1979-1981 were higher than the annual average in the 
preceding five-year plan period, in all countries except 
Poland (table 3.2.11). Meat output rose continuously in 


229 Trybuna Ludu, No.285, 2 December 1982. 


TABLE 3.2.10 


Livestock herds 
(Indices: annual average 1976-1980 = 100) 


Conventional 


Sheep and 
Cattle Cows Pigs goats units* 
Bulgaria 
1980 101.4 99.2 104.2 103.2 102.4 
1981 101.9 99.5 105.2 106.2 103.0 
1982 98.1 96.4 104.3 107.6 
Czechoslovakia 
1980 103.3 100.0 114.7 103.8 106.2 
1981 105.4 100.2 106.1 108.5 104.5 
1982 106.0 99.8 103.5 ae 2 
German Dem. Rep. 
1980 102.5 99.8 107.6 103.8 104.4 
1981 103.0 99.1 107.6 110.4 105.3 
1982 101.7 99.0 99.8 111.8 he 
Hungar 
980 98.9 98.5 102.5 111.6 101.1 
1981 100.6 97.7 102.9 113.4 102.5 
1982 99.4 115.9 115.6 sts 
Poland 
1980 94.7 97.4 95.4 99.3 95.9 
1981 95.1 98.0 97.2 99.9 94.1 
1982 91.3 97.9 89.6 4 Pa 
Ни 100.8 101.4 109.5 103.8 103.8 
1981 98.0 98.4 118.2 1197 108.4 
Soviet Uni 
esi 101.4 101.1 103.6 100.1 102.6 
1981 102.2 101.8 103.4 100.7 103.6 
Source: As for table 3.2.1. 
* See footnote * to table 3.2.11. 
TABLE 3.2.11 


Livestock and livestock output? 


Livestock (thousand head) 


Country and period 


Livestock output (thousand tons) 


Total 
$ сопуеп- и 
и tional Meat of which: Milk “Eggs 
goats units? total Poultry total (millions) Wool 


Deh een ae We SARI RAI ИИА И ИЕ Вы SE ESE ESS 


CBee 53 2 033 2 136 34 
729 3 653 10 562 4 472 746 1 
ie te os 736 3 830 10 969 4 584 782 162 2 205 2 ee в 
| 1980 1 843 723 3 808 10 900 4 579 781 145 2217 2 = 
1981 1 851 725 3 844 11 216 4 607 786 147 2 296 2 396 a 
1982 1 783 703 3 809 11 362* : 823* 151 2 339 2 506 
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TABLE 3.2.11 (CONTINUED) 


Livestock (thousand head) Livestock output (thousand tons) 
pl ee wae ee ee eee 


Total 
Sheep conven- 


i tional Meat of which: Milk Eggs 
Country and period Cattle in Pigs ins units? total phe total (millions) Wool 
wn eee bene os ааа Зы о И НЕ БА 
Czechoslovakia 
1976-1980... .. . 4841 1 902 6 883 932 6 799 1 454 159 5 696 4 691 4 
1979: 18 “ews Fut 4915 1 903 7 588 938 7 095 1 467 169 51723 4 732 4 
19805 злое 75002 1 902 7 894 967 7 218 1 499 172 5 966 4 900 4 
LOSI) елью в со а sat Вован 103 1905 7 302 1011 7 108 11527 170 5 973 4 968 4 
1982 -. мы ео, ti ul ol 1 899 7 126 Jee ie ais $8 5 980* 5 030 
German Democratic Republic 
1976-1980 . si Oe See, 2 142 11 957 1 986 9 059 1 821 137 7 289 5 287 li 
1979 PEM eR) №. 25.296 225 12 132 2 004 9 142 1 824 140 7.193 5 219 11 
1980 hese ie ee heme a ea 2 138 12 871 2 062 9 458 1 899 145 7 243 5 514 12 
ао 149 2.22 12 869 2 192 9 542 1 997 149 7 195 5 670 12 
O82 ee ee ee O90) 2 124 12 107 2 220* 1 840* 141* 6 735* 5 700* 12* 
Hungary 
1976-1980 . .... . 1933 777 8 067 2 782 5 599 1 467 325 2 290 4 475 и 
1979 о с с 1950 780 8 355 2938 5 695 №522 331 2 465 4721 1] 
1980) 7d се. ОШ 765 8 265 3105 5 662 1 566 355 2 557 4 385 12 
OST еее с 1945 759 8 300 3 155 5 739 ih 57 365 2 693 4 394 14 
S82 Sere wena ee oe eee el ODD on 9 350 3 215 = } oes 
Poland с 
1976-1980 . м 12054 5 820 19 635 31513 19 453 3 064 374 16 814 8 523 12 
т > 12164 5 840 20 983 3 633 19 732 257 419 16 965 8 670 14 
О и ee ocr Gy, 5 666 18 734 3 490 18 662 3 141 441 16 499 8 902 13 
9S а ча ма © ИМО 5 706 19 081 3 510 18 299 2 526 455 15 342 8 816 11 
1982) Кик Вы. 11000 5 700 17 600 |. =: . я в 7 600 12 
Котата 
1976 1980 116433 2 634 10 543 15 615 12 096 1 623 363 5 422 6 193 35 
heh ace = ee er ae moon I) 2 682 10 899 16 195 12 345 1 760 411 5 659 6 766 37 
1980“. М, 6485 2 670 11 542 16 212 12 554 1 769 406 5 480 6 442 ВЯ! 
198 ly мы. EM :6303 2592 ~~ 12 464 17 748 ТЗ 1 786 422 5 049 6 667 36 
Eastern Europe 
ТО-ТО eee 32. 660 14 004 60 738 35 390 57 778 10 175 1511 39 544 31 305 107 
ПО. №004 32.977 14 066 63 787 36 677 58 593 10 612 1 632 40 210 32 361 113 
ОО о Е 32301 13 864 63 114 36 736 59132 10 655 1 664 40 016 32 548 113 
ПОЗ о > 92 418 13 809 63 860 38 832 58 403 10 207 1 708 38 548 32 911 112 
Soviet Union 
1976—1980. В. 13 456 42 899 70 866 147400 145 538 14 826 1 828 92 700 63 100 460 
По cea 6. 115.100 43 310 73 898 149423 148 895 15 341 2 034 93 130 64 750 475 
О оао ee НЕ 43 389 73 382 147487 149 297 15 073 2 139 90 900 66 882 440 
1.98.1 Анн [КОТ 9: 43 664 73 302 148 481 150 846 15 239 2 248 88 513 69 800 452 
1982 5 we г. к Bs a 15 240 90 100 72 100 450 
Byelorussian SSR 
97619805 ee een 01095 2733 4 456 566 я. 884 71 6 270 2 824 1.1 
9 О В ts er ee me (607/35 2 748 4 437 564 ee 925 78 6 252 2 938 Ne 
80 2 сим с 6768 2 738 4 567 569 a 857 87 6 105 3 035 ral 
LOSI Eek? о. ees, 6. 883) 2 745 4 708 577 = 831 99 =) 1/5) 3 119 ЦЕ 
ПО eee и Ан 67 064 252 4 987 617 aA 869 bs 6 075 3 218 Е 
Ukrainian SSR 
1S 7O>1980 eon eee een 5084) 9 187 19 723 9 104 z= 3 471 465 21 769 13 542 28 
LOPS ро ооо ПН НЫ 9 289 20 149 9 185 a 3 638 503 21 628 14 135 28 
О Tut tere 2805 9 271 19 783 9 051 т £3500 507 20 ЕР 14 606 27 
О 255403 9 268 19 931 8 964 Pe 3 508 = 20 726 15 199 27 
8 ee 25 500 9 200 20 800 8 900 on 3 400 mS 20 300 15 500 27 
Soviet Union and 
Eastern Europe 
1976—1980 See ee 14616 56 856 131 628 182790 203 012 25 001 33335 132 152 93 492 564 
1979 Barge 1148077 57 376 137 685 186100 207 488 26 093 3 649 133) 535) 96 900 582 
19S Oe ee een | 478956 57 253 136 496 184223 207 428 25.115) 3 803 130 915 99 430 БИ 
[98 1) Seren ee eae eens нЕ SATS Si 1620187 S15 20949 25 446 3 956 127 061 102 711 564 


Е И ИИ 
Sources: As for table 3.2.1. 
‚ Мое: Livestock numbers based on the end-year census. Meat is in carcass weight. Eggs include only Беп`5 eggs. Wool is raw wool on a greasy basis. 
° Annual averages over five-year periods. 
в In terms of cows. Conversion ratios: cattle (other than cows) 0.6; 
“Kolos” 1974), р.151. 
< Goats excluded. 


Pigs 0.3; total sheep and goats 0.1 ; horses 1.0; poultry 0.02. Source : Spravochnik po planirovaniu sel’skogo khoziaistva (Moscow 


most countries between 1979 and 1981, but fell consider- incomplete. Bulgaria increased its meat output. In 
ably in Poland and showed significant fluctuations in the Czechoslovakia, output seems to have hardly changed. 
Soviet Union. Information on performance in 1982 is The German Democratic Republic registered a break in 
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the medium-term trend. The plan for deliveries of 
finished animals to slaughter was fulfilled. by 94 per cent 
in 1982. Nevertheless this performance is still in line 
with the target provisions for the current five-year plan 
which were overfulfilled for this indicator by 3.5 per cent 
in 1981. Hungary considerably increased its meat output 
on the basis of rapid development of pigs. Owing to the 
unfavourable feed situation, animal husbandry produc- 
tion declined in Poland in 1982 by around 6 per cent. 
Romania did not publish data on livestock output, but 
official statements claim that deficiencies concerning 
slaughter weight and animal production led to unsatis- 
factory results.?5° Meat production in the Soviet Union — 
in both 1981 and 1982 — was 2.8 per cent above the 
annual average of 1976-1980, but was still below the 
1979 level. 

The level of poultry meat output increased but its share 
remained virtually unchanged in Bulgaria, Czechoslova- 
kia and the German Democratic Republic between 1979 

`апа 1981, equal to or slightly above the level of 1976— 
1980. The share has tended to increase in Hungary, 
Poland and Romania, as well as in the Soviet Union 
(table 3.2.12). Stagnation or decrease in poultry meat 
output can be assumed in 1982 in Czechoslovakia and the 
German Democratic Republic because of its highly 
grain-dependent character when carried out in intensive 
industrial-type units. In Poland, the limited supply of 
feed resulted in the virtual disappearance of poultry 
production on large farms. State procurement of poultry 
a Ae declined by nearly 70 per cent compared with 


TABLE 3.2.12 
Share of pouitry meat in total meat production 
(Percentages) 
1976-1980 1980 1981 
Bulgaria и Be 0.5 18.6 18.5 
Czechoslovakia ....:. . . 10.9 11.5 11.1 
German Democratic Republic. TES 7.6 7.5 
Hungary 3. 19% 6222.2 227 23-1 
РОО с тт“ 12.2 14.0 18.0 
а fon a pee в 622.4 23.0 23.6 
Зена и. ос 14.2 14.8 
Sources: Аз for table 3.2.1. 
TABLE 3.2.13 


Milk yields per cow 
(тагсез, 1976-1980 = 100) 


1979 1980 1981 
Bulgaria ааа nals Teper 5 1064 109.4 ИЗ 
Czechoslovakia bean оба ан вар [00:7 105.3 105.4 
German Democratic Republic . 99.3 100.6 99.3 
Нипрагу oh gt Far eel (UL 113.6 121.0 
Poland mer, eee а 100:7 99.8 95.2 
Romania Е ТИТ UPA 99.6 93.1 
SoviemUnionws 2) oes 995 96.9 94.5 


Sources: As for table 3.2.1. 


Milk output in Bulgaria and Hungary was more than 15 
per cent above the level of 1976-1980 in the last two years 
(table 3.2.11). Czechoslovakia also increased its milk 
output considerably in 1980 and 1981, but a decrease in 
1982 seems likely. In the German Democratic Republic, 
performance fell in 1981 compared to the high average 
level in 1976-1980 due to lower yields (table 3.2.13). 


230 Report on the National Conference of the Romanian 
Communist Party, Scinteia, 17 December 1982. 


Below-plan performance of 93.5 per cent signified a 
further decrease in 1982. Polish milk output fell sharply 
in 1981 and it was reported to have stagnated in 1982. In 
Romania and the Soviet Union, yields per cow during 
recent years dropped considerably; total milk output has 
not recovered to the average levels of the preceding five- 
year plan period. 

Output of eggs increased continuously in most coun- 
tries (table 3.2.11). In Bulgaria and the Soviet Union, the. 
level of the previous five-year period was exceeded by 
17.3 and 10.6 per cent respectively in 1981. The increase 
of the east European countries together during this 
period was 5.1 per cent and, including the Soviet Union, 
9.9 per cent. In Poland, egg production decreased in 
1981 by 1 per cent but was still 3.4 per cent higher than 
the annual average of 1976-1980. In 1982 it probably fell 
below this level. Hungary regained the output level of 
the previous five-year plan period only in 1979. Output 
dropped in 1980 and stagnated since then. Noteworthy 
transitions to a higher level of egg output were achieved 
in the Byelorussian and Ukrainian SSRs — some 15 рег 
cent above the average 1976-1980 level by 1982. 
Virtually no changes took place in wool production in any 
country of the region in recent years. 


3.2(v) Trends in inputs and efficiency 


(a) Employment 


The regular trend of decreasing agricultural employ- 
ment observed during the previous five-year plan period 
has been arrested in some countries during several recent 
years (table 3.2.14 and chart 3.2.2). Exceptions-are 
Romania and the Soviet Union. Precise data for 1982 
are not yet available, but the slight increase in the 
agricultural labour force in Czechoslovakia in 1981, and 
since a number of years in the German Democratic 
Republic and Hungary, implies stabilization of the 
present farm labour force in absolute terms and per 
hectare of land over the current five-year period. This 
development does not, however, rule out decreases in the 
share of agricultural employment in these countries. The 
existing age structure may limit the growth of the active 
population, and any increment will probably be needed 
for developing further the non-material sphere of the 
countries. The stabilization of the agricultural labour 
force has been accompanied by a rise in the level of 
qualifications. This, in part, reflects the growing 
number of young people in agricultural employment in 
some countries, including Czechoslovakia and the 
German Democratic Republic. In Romania and the 
Soviet Union, the decreasing trend of agricultural 
employment is continuing. This is so particularly in 
Romania where the share of the total labour force in 
agriculture remains high. This indicates the existence of 
labour productivity reserves in agriculture itself, and, 
through shifts to sectors where productivity is higher, in 
the economy as a whole. Agriculture also accounts for a 
high share of employment in the Byelorussian SSR and in 
the Ukrainian SSR, and it seems unlikely that big 
changes in the medium-term will take place. Employ- 
ment per 100 hectares of agricultural land in these two 
Soviet Republics is already similar to Czechoslovakia 
and the German Democratic Republic. Agricultural 
employment in Poland cannot be compared with that of 
other countries and future trends are uncertain. A steady 
decline in farm employment up to 1980 was followed by a 
slight increase in 1981. In 1982 the trend probably 
reversed again. The large number of small farms with an 
aging labour force may bring about labour shortages in 
agriculture in the medium term which cannot be 
compensated by inputs of technical equipment. 
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TABLE 3.2.14 


Employment in agriculture 
Pm a he SS SS 


Economically active 


population in agriculture Percentage 
of total 
Annual economically 
Total percentage active 
Period (thousands) change population 
Bulgaria 
1976-19802 5 Иа 1 074 —2.6 24.9 
19797 Se В р и 1 056 = hl 24.4 
Lee ee С 1 047 = (17 23.8 
Теа ее: geste Bie ers 1 032 1.4 21 
Czechoslovakia 
1976-1980“ APS Bo bags 971 1 13.4 
19,79 eee Е Е 955 = 13.1 
ISSO. Boss... Geet осели" 953 = 0.2 13.0 
Я о ль 958 0.5 PX) 
German Democratic Republic 
1976-19802 <9 WOME SE yas 823 — 0.4 10.1 
1 о ао т мае: 822 — Out 10.0 
LOS Oe ee et Me se 823 0.1 10.0 
LOSI. se es cs 828 0.6 10.0 
Hungary 
1976-1980“ к В: 1 039 = 20.5 
1979: 19. умрбывь Brie 1 029 0.1 20.3 
ТОО ны. ед 1 037 0.8 20.6 
ОЗ дочь: 1 043 0.6 20.0 
Poland 
1976-1980“ И, В 5 200 <2 ili) 30.2 
1979: ОАО LR EE 8. 5 174 —1.6 30.0 
1980 See OY oe ИИ в 5 081 IES 29.4 
Е с ke 5 098 0.3 29.4 


Sources: As for table 3.2.1. 


Labour force 


Economically active 


population in agriculture Labour force 


Percentage 


per 100 of total per 100 
hectares of Annual economically hectares of 
agricultural Total percentage active agricultural 

land (thousands) change population land 

Romania 
17 3 379 —4.9 32.8 22.5 
17.0 3 203 ==)! 31.0 21.4 
16.9 3 088 —3.6 29.8 29.6 
16.7 3 003 —2.8 28.9 20.1 
Soviet Union 
14.0 26 340 —0.4 21.3 4.8 
137) 26 200 = 21.0 4.7 
13.9 26 000 —0.2 20.0 4.7 
14.0 25 900 — 0.4 20.0 4.7 
Byelorussian SSR 
13.1 1 266 = 115) 25.4 13.0 
ike 1 243 —1.6 24.6 12.8 
13.1 1 223 Sails 24.1 ila) 
13:2 г ats 
Ukrainian SSR 

15.5 6 103 = 24.0 14.4 
15.5 5 970 == 23:2 14.0 
15.6 5 866 ile 22:5 139 
15.8 50759 ies 2219 13.7 

27.0 

Dil. 

26.8 

27.0 


Note : Data cover the total number of persons occupied in agriculture. Data for Bulgaria, Czechoslovakia, Hungary, Poland, Romania and the Soviet Union are annual averages. Data for the 


German Democratic Republic refer to the end-September census. 
“ Average. 


(b) Land 


The development of land use patterns shows similari- 
ties between most countries. The area of agricultural 
land has been decreasing moderately over the long term, 
due to urbanization, infrastructural measures and indus- 
trialization. Only the Soviet Union expanded its 
agricultural area in recent years (table 3.2.15 and chart 
3.2.2). All countries continue serious efforts to stabilize 
the area of arable land. In Bulgaria the arable area 
stayed constant in recent years, and it is even slightly 
bigger than in 1975. In Czechoslovakia, the decreasing 
trend has not yet been stopped, though it has slowed 
down. In contrast to the annual decrease of 31,000 
hectares of agricultural land in 1976-1980, the fall in 
1982 was only 8,400 hectares (of which 1,100 hectares 
was arable land). The German Democratic Republic 
also has a greater arable area than in 1975, but it declined 
between 1979 and 1981. This trend stopped in 1982, 
following efforts to enlarge the grain area. The decrease 
of arable land in Hungary has slowed considerably, but 
has not yet been arrested. No progress in slowing down 
losses of arable land is visible in Poland. But both 
Romania and the Soviet Union have continuously 
expanded the area of arable land. Arable area per head 
of the population has thus remained stable in spite of the 
population increase. 


The structure of land use has changed moderately. 
Within the total of arable land, areas under grain have 
decreased in absolute and, in most countries, relative 
terms (table 3.2.15). Only in Poland and Romania has 
the grain area expanded slightly. Detailed information 
on developments in 1982 is not yet available in most 
cases. Czechoslovakia reported increased plantings of 
catch-crops designed to lengthen the period of summer 
feeding. The German Democratic Republic continues 
efforts to enlarge the grain area at the expense of pasture 
land, which is to be more intensively used. Within the 
grain area, wheat cultivation has been expanded in 
Bulgaria and in the Byelorussian SSR. It has stayed 
more or less constant in most other countries, but tended 
to fall in Poland and has fluctuated from year to year in 
the Ukrainian SSR. Available information suggests that 
considerable attention was paid to land reclamation in 
1982. Most countries have extended the areas of 
irrigated and drained land during past years. Czechoslo- 
vakia exceeded the plan for the construction of new 
irrigation systems during 1976-1980 by 23 per cent. The 
German Democratic Republic improved drainage and 
irrigation systems on 103.5 thousand hectares in 1982. In 
the Soviet Union, about 1.5 million hectares of newly 
irrigated and drained land was handed over to state and 
collective farms in that year, bringing the total area of 
improved land in the country to 32 million hectares. 
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TABLE 3.2.15 


Distribution of agricultural land 
a is 


Agricultural Arable 
land land ann Paes 
р а Hectare Per cent ieee ches Per cent Irrigated Drained 
Country and period hectares) hectares) ett Е и ен “haar eats HOES 
Bulgaria 
1975 5955 3 699 0.42 2 323 62.8 912 24 
1979 6 206 3 734 0.42 2259 60.4 958 ne т 
1980 6 185 3 700 0.42 2 226 60.2 968 26.2 1 182 
1981 : 6 179 31733 0.42 2 161 57.9 1 032 27.6 1 170 
Czechoslovakia 
1975 7 004 4 899 0.33 2 834 57 1 183 24.1 
1979 6 952 4 849 0.32 2841 58.2 т 22.8 
1980 6 851 4 800 0.31 2 709 57.0 1 197 24.9 
1981 6 842 4 787 0.31 2 683 56.0 1 090 22.8 
German Democratic 
Republic к 
1975 6 295 4 699 0.28 2 562 54.5 689 12.9 620 447 
1979 6 280 4 767 0.28 РБ 53.3 712 14.9 843 1 463 
1980 6 269 4 760 0.28 2.575 54.1 707 14.9 899 529 
1981 6 264 4 741 0.28 2 534 53.4 675 14.2 945 1 565 
Hungary 
1975 6 770 5 126 0.49 3 219 62.8 1 251 24.4 
1979 6 651 5 035 0.48 3 011 59.8 i 135 225 
1980 6 627 5 026 0.47 2988 59.5 1 276 25.4 
1981 6 601 5 024 0.47 2 883 57.4 1 151 22.9 
Poland 
1975 19 209 14 674 0.43 8 093 55.2 1 842 12.6 491 3 453 
1979 18 991 14 450 0.41 8 044 55.7 1 549 10.7 517 3 801 
1980 18 947 14 394 0.41 8 035 55.8 1 609 11.2 519 3 819 
1981 18 910 14 236 0.40 8 075 56.7 1 418 10.0 521 3 837 
Romania 
1975 14 946 9 736 0.46 6 348 65.2 2 386 24.5 1 447 
1979 14 967 9 807 0.44 6 418 65.4 2 140 21.8 2253 
1980 14 963 9 824 0.44 6 577 66.9 2 279 23.2 2 300 
1981 14 948 9 840 0.44 6 649 67.6 2 141 21.8 Se 
Soviet Union 
1975 548 812 225 462 0.89 127 920 56.7 61 985 27.5 14 241 11 065 
1979 552 847 226 319 0.86 126 351 55.8 57 682 255 17 000 13 276 
1980 553 565 226 417 0.85 126 608 55.9 61 475 27.1 17 256 13 693 
1981 553 751 226 597 0.85 125 559 55.4 59 232 26.1 17 793 13 795 
Byelorussian SSR 
1975 9 785 6 128 0.65 2 604 42.5 196 3) 139 2 041 
1979 9 632 6 189 0.65 3 044 49.2 165 2.1 152 2 384 
1980 9 646 6 196 0.64 3 139 50.7 209 3.4 163 2 448 
1981 9 634 6 195 0.64 3 017 48.7 245 oe) 173 2 430 
Ukrainian SSR 
1975 42 203 34 259 0.70 16 540 48.3 7 976 23.3 1 483 1 887 
1979 42 091 34 230 0.69 16 090 47.0 6 692 19.5 1 921 2 286 
1980 42 069 34 232 0.68 16 473 48.1 8 031 23.5 2 013 2 378 
1981 42 047 34 228 0.68 16 671 48.7 de ac 2 098 2 407 


a ЖЖ 


Sources: As for table 3.2.1. 


(c) Investments 


Data on investments in agriculture in 1982 are not yet 
available. Developments in different countries over the 
last three years have in fact varied widely (tables 3.2.16 
and 3.2.17). In Bulgaria, agriculture retained a fairly 
constant share in the growth of total investments and in 
investments in the material sphere in 1979-1981, but it 
remained slightly below the 1976-1980 level. A rapid 
decrease of agricultural investment in Czechoslovakia 
during 1979-1980 was reversed in 1981 when its volume 
and share rose above the 1976-1980 five-year average 
though its share within fast-growing material sphere 
investment declined sharply. Agriculture is expected to 


remain a priority feature of a generally restrictive 
investment policy. The German Democratic Republic 
has tended to reduce allocations to agriculture, but at a 
slower rate than previously, in 1980 and 1981. Agricul- 
tural investments in Hungary are characterized by strong 
fluctuations. A big decline in 1980 was followed by a 
strong (6.5 per cent) growth in 1981. These changes 
imply pragmatic adaptation of agricultural policy to 
changes in current economic conditions. In Poland, the 
volume of capital expenditures in agriculture sharply 
decreased, but not as fast as for total investment or for 
investment in the material sphere. This development 
reflects efforts to overcome the results of long lasting 
undervaluation of the importance of agriculture within 
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TABLE 3.2.16 


Investment and fixed assets in agriculture 
Е OS eee 


Investment Fixed assets 
: Total Percentage of 
Galion ae (millions total fixed 
of n.c.u. Annual Investment of n.c.u. assets in the 
at constant percentage Total in material at constant material 
Country and period prices) change investment sphere prices) sphere 
lgaria 
ae 71076-19802 con eee to 827 4.4 13.4 18.0 7395 17.4 
979 >. ола | 782 = 12.9 17.1 7949 16.9 
1980.5 -- а. о 895 14.9 12.6 17.4 8 337 16.4 
1981 Е 984 9.9 12.5 17.4 8 782 16.0 
zechoslovakia 
` "1976-1980" чо с И 15 178 5S 10.6 15.6 192 903 15.0 
1979 © es. fn 15 210 = 6.7, 10.3 15.6 205 152 15.1 
1980" бах «. aR 14 641 = 3) i) 9.7 14.7 217 839 15.2 
1981 Te ee с С 15 588 6.5 10.9 15.9 232 278 15.2 
German Democratic 
Republic 
1976-1980 ees . oe Sil 1.8 10.4 13.4 55 683 12.8 
eT ee Gore Pers 5 335 —4.3 9.8 ПИ 7/ 58 442 12.8 
I9SO se же КЕ 5.313 —0.4 9.7 12.5 61 662 12.8 
1981 и Е 5 300 —0.2 9.6 283 64 900 1257; 
Hungary 
{976=1980" ры ыы 34 007 2.9 15.2 22.1 303 554 19.1 
чи ИР 35 892 —0.8 15.1 21.9 319 649 19.0 
О Bee sw a3, oes 32 851 = (35) 14.7 22.0 339 094 18.9 
1981 ee 1 Г: 34 980 6.5 16.7 24.9 52231 18.5 
Poland 
1976-19807. . 2... 100994 7.9 16.3 22.1 1252 600 24.9 
1979 Ge Aso <cmtee: sco 106 897 — 3.6 Wes) 23.2 1 336 000 24.5 
1980: be. сев. = а 88 600 1 16.5 22.1 1425 060 24.6 
1981 fad, а 77 000 = 18.6 255 1475 000 24.6 
Котата 
91 о 25 703 9.2 13.8 16.4 175 022 14.7 
199%: в. м 26 833 = 13.1 155 187 404 14.5 
1980 с сете. со 28 008 4.4 13.3 15-7) 199 469 14.1 
1981 Ss Slam eee. Se 30 921 10.4 15.8 18.9 214 006 13.9 
Soviet Union 
1976-19807 se. . сы 25863 5.3 20.4 27.5 208 964 20.8 
ое. саг. . пе 26 631 1.6 20.4 27.4 222 630 20.7 
а i eee 27 044 1.5 20.2 27.2 238 930 20.8 
1981 eee orn eae he 27 700 2.4 20.0 26.7 256 160 20.8 
Byelorussian SSR 
1976-19808 узи 1 107 4.1 26.4 31.0 8 700 28.1 
О В о м зе 1 138 1.1 26.8 31.4 9 300 27.8 
ORO КИ" Ире 1 149 1.0 26.7 31.4 9 900 27.6 
1981 Е aks 1 146 =) 25.6 30.2 
Ukrainian SSR 
1976-19804 ‘1 eee 4 026 3.9 24.7 38 500 23.0 
ГОО т bee 4 058 —20 21.3 24.5 41 000 23.0 
T9805 и ВАЙ 4 046 — 0.3 24.5 43 500 23.1 
1981 46 000 2312 


Source: Аз for table 3.2.1. 
* Annual average. 


the national economy and to stabilize agricultural 
output. Since 1980, Romania has devoted increasing 
attention to agriculture, expressed by a growth of 10.4 
per cent in farm investments in 1981. In 1982, their 
share was reported to be 16.8 per cent of the total gross 
fixed capital formation. In the Soviet Union, agricultur- 
al investment followed the path laid down in the five- 
year plan for 1981-1985 — a small increase in absolute 
volume, but a slightly decreasing share in total alloca- 
tions and in allocations to the material sphere. However, 
it is noteworthy that expenditures on the entire agro- 
industrial complex account for about one third of all 
investment activities (see chart 3.2.2). 


(d) Fixed assets 


In all countries of the region the stock of fixed assets in 
agriculture increased (tables 3.2.16 and 3.2.18). In 
consequence, so did fixed assets per unit of land and per 
worker. The share of agricultural fixed assets in the 
material sphere remained stable in Czechoslovakia, the 
German Democratic Republic, Poland and the Soviet 
Union, but showed decreasing trends in the German 
Democratic Republic and Hungary. In Bulgaria and 
Romania, a big part of investments appears to have 
served rather for replacement than for expansion of the 
capital stock (see chart 3.2.2). 


Investment in agriculture 
Undices : 1976-1980 = 100) 
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TABLE 3.2.17 


—_—_—_—_—_———————————— 


Bulgaria 


Czechoslovakia 


German Democratic Republic. 


Hungary 
Poland 
Romania 


Soviet Union 


Sources: As for table 3.2.1. 


1979 


94.6 
99.8 
96.8 
105.4 
105.8 
104.4 
103.0 


1980 


TABLE 3.2.18 


Changes in agricultural fixed assets 
Undices: 1976-1980 = 100) 


1979 1980 1981 
Bulgaria er een oes ee 05:9 111.5 117.2 
Czechoslovakia ..... . . 106.3 113.1 120.4 
German Democratic Republic . . 105.0 110.7 116.6 
Hungary ом И ЛУ. BRE TOSES 111.7 116.0 
Poland’ мо 1067 113.8 117.8 
Romania о В See LOT 114.0 122.3 
Soviets Union see ene rn ee 06:5 114.3 122.6 


Source: As for table 3.2.1. 


TABLE 3.2.19 
Stocks and deliveries of agricultural machinery 


nn 


Stocks of tractors Deliveries 
Motor h.p. 
Agricultural per 100 
Physical Motor h.p. land per hectares Grain 
units (in million tractor of arable Tractors combines 
Country and period (thousands) h.p.) (in hectares) land (thousands) (thousands) 
Bulgaria 
1976-19802 64.1 3.8 97 101 4.8 1.0 
1979 63.4 3.9 98 105 3.6 0.8 
1980 62.0 3.9 100 106 4.4 0.6 
1981 60.5 3.9 102 105 3.8 1.1 
zechoslovakia 
1976-19802 139.1 8.4 50 171 0.3 1.6 
1979 138.0 8.6 50 177 1/5) 1.3 
1980 136.7 8.8 50 182 6.3 1.4 
1981 134.0 8.8 51 184 Sal 1.0 
German Democratic 
Republic 
1976-19802 140.3 8.4 45 177 8.1 0.7 
1979 142.6 8.9 44 187 8.3 0.3 
1980 144.5 9.3 43 195 6.0 0.5 
1981 147.0 9.8 43 207 6.3 0.5 
Hungary 
1976-1980 571 3.8 118 75 4.6 1.8 
1979 55.4 3.9 120 ИИ 4.7 1.5 
1980 555 4.1 119 82 4.5 1.1 
1981 54.9 4.2 120 84 3.6 0.9 
Poland 
1976-19802 534.0 20.4 36 140 55.0 4.1 
1979 599.0 23.2 32 160 57.1 3.6 
1980 646.0 25.6 29 178 59.9 4.5 
1981 682.0 28.0 28 196 59.4 4.2 
Котата 
1976-19802 138.4 8.7 108 89 13.9 4.2 
1979 140.0 8.9 107 90 14.5 2.6 
1980 146.6 9.4 102 95 15.3 4.6 
1981 156.0 9.7 96 98 Diez 6.2 
Soviet Union 
1976-19802 2 495 178.0 222 79 361.2 107.8 
1979 2540 185.6 218 82 354.8 112.0 
1980 2562 191.5 216 85 347.6 117.5 
1981 2595 199.8 213 88 353.5 105.0 
elorussian SSR 
> 1976-1980" 111.9 6.8 87 110 15.8 3.9 
1979 115.2 Ue? 83 116 15.8 4.0 
1980 Ne) 7.6 82 123 15.0 4.1 
1981 120.1 7.9 80 127 14.8 3.9 
krainian SSR 
: 1976-19802 397.2 21.7 106 79 59 13.6 
1979 403.7 28.3 104 83 52.0 13.9 
1980 408.8 29.4 103 86 49.5 12.8 
1981 420.0 31.0 102 88 51.4 ie) 


2 Annual average. 


тж = > : =: SS 
Sources. As for table 3.2.1. 
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Stocks of agricultural machinery have continued to 
increase in all countries (table 3.2.19). In Bulgaria, 
Czechoslovakia and Hungary, the quality of the tractor 
park changed considerably in favour of high-powered 
units and the number of tractors fell. А similar 
qualitative development took place in all other countries 
but it was less pronounced and accompanied by absolute 
increases in the number of tractors. In Romania, 
deliveries of tractors rose considerably in recent years 
compared with the annual average of 1976-1980. The 
same was true in Poland but to a smaller extent. In the 


other countries, deliveries took place at a lower rate 
during the last three years. A comparison of deliveries 
with the change in the tractor park shows that most 
served for replacement purposes. The only exception is 
Poland. In general, there are still shortages of machinery 
in all countries during peak activity seasons (sowing and 
harvesting) — particularly with respect to spare parts 
deliveries. All countries are attempting to remedy such 
shortcomings by improving the structure of the machine- 
building industries. 


TABLE 3.2.20 


Supplies of chemical fertilizers and plant protection chemicals and consumption of electricity in agriculture 


Fertilizer supplies 


(in pure nutrient content) 


Consumption of electricity 
in agriculture 


Supplies of plant 
protection chemicals 


Total kg/ha of Total kg/ha of Total K Wh per ha of 
Country and period (1,000 tons) arable land (1,000 tons) arable land in GWh agricultural land 
Bulgaria 
1976=1980° 2405 ss _ юм 758 204 32.0 8.6 1029 166 
1979 ee. ты, 820 220 34.8 9.3 1118 180 
1980 И ооо бои 830 224 40.0 10.8 1115 180 
1981 1 044 280 48.7 13.0 1110 180 
Czechoslovakia 
1976-19802 1 706 350 2 632 379 
1979 1 745 360 2639 381 
1980 1 730 358 DIAS 396 
1981 1720 359 2491 364 
German Democratic 
Republic 
1976-1980 1 699 357 25.4 5.3 3 694 588 
1979 1713 359 26.7 5.6 3 799 605 
1980 1 637 344 27.0 5.7 3 891 621 
1981 1726 364 27.0 Sil 4 062 649 
Hungary 
1976-1980 1 468 290 1977 296 
1979 1 502 298 2 089 314 
1980 1 399 278 2 095 316 
1981 1 485 296 2 195 333 
Poland 
1976-19802 3 613 250 46.3 3.2 4 385- 228 
1979 3 567 247 44.4 3.0 4811 253 
1980 3 635 251 29.3 2.0 5 360 274 
1981 3 499 246 38.4 2.0 5 701 302 
1982 3 300 197 
Romania 
1976-19802 1 274 130 2 599 174 
1979 1 431 146 2 564 171 
1980 1185 121 2821 189 
1981 1 618 164 3181 213 
Soviet Union 
1976-19802 ` 18 064 80 a 96 058 174 
1979 17 365 Ui stall 102 301 185 
1980 18 763 83 482 2.1 111 000 200 
1981 19 176 85 509 ap? 114 000 206 
1982 20 100 
Byelorussian SSR 
1976-19802 1 496 242 2 980 306 
1979 1 452 250 3121 324 
1980 1470 253 3412 352 
198] 1 576 271 3 485 362 
1982 1 600 : 
Ukrainian SSR 
1976-19804 ee: 3 630 106 ae ке 16 850 400 
1979 ве Е 3 387 103 at Sas 17 976 427 
feet Sec, pod ot. eke 3713 112 Na ae 18 922 451 
2% 3 700 
ТОНИ “sing Siar Mi егод ыы в. т а oe 
eS 


Sources: As for table 3.2.1. 
* Annual average. 
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(e) Other inputs 


_ Mineral fertilizer use increased over the last few years 
in Buigaria, Romania and the Soviet Union in compari- 
son with the average of the previous five-year period — 
and especially in 1981 (table 3.2.20). This may be one 
reason for the improvement in crop production in 1982. 
In Czechoslovakia, the German Democratic Republic 
and Hungary, high levels of fertilizer consumption 
remained unchanged and seem to be at a maximum 
under the specific conditions of use. In Poland, demand 
was not satisfied since import possibilities limited 
supplies. 

The output of mineral fertilizers rose faster than 


importers. The increasing gap between production and 
consumption influenced the foreign trade pattern of 
these countries in recent years. As indicated in the five- 
year plans, output will further increase in all countries, 
with simultaneous improvements in the structure of 
fertilizers. 

_ Consumption of electricity, total and per hectare, 
increased in countries except Bulgaria, where the growth 
of output was achieved without any increase in consump- 
tion per output unit in 1981. Electricity consumption is 
very high in the German Democratic Republic. While 
this partly reflects the high degree of large-scale arable 
farming, it does not correspond with policies to save 
energy of all types and to decrease consumption per 


consumption in the region (table 3.2.21). Bulgaria, 


: output unit. $ is li 
Czechoslovakia, Hungary and Poland are still net put uni ome reversal of past trends is likely for 


1982. 


TABLE 3.2.21 


Mineral fertilizer: production and consumption 
(Thousand tonnes) 


Production Consumption Balance 
1975 1980 1981 1975 1980 1981 1975 1980 1981 
Bulgaria Sees Fou las 626 653 710 679 830 1 044 53 = 17/7) — 334 
Czechoslovakia р 1 059 1 233 1 139 1 604 1 730 1 720 — 545 —497 — 581 
German Dem.Rep. ie: 3 984 4735. 4 787 1826 1637 1 726 2 655 3 098 3 061 
Hungary а. ee 704 1 045 1112 1518 1 399 1 485 —814 — 354 — 373 
Poland 5 on Cn ee 2 581 2 238 2 242 3 460 3 635 3 499 —879 —1 397 = W257, 
Romania ae 1 729 2451 2640 1197 1185 1618 532 1266 1 022 
Eastern Europe 10 683 12 355 12 630 10 284 10 416 11 092 399 1939 1538 
Soviet Union Se or es 21 998 24 767 25 998 17251 18 763 19 176 4 747 6 004 6 822 
Eastern Europe+Soviet Union 32 681 371122 38 628 27 535 29 179 30 268 5 146 7943 8 360 


Sources: As for table 3.2.1. 


(f) Efficiency 


Changes in labour productivity, capital intensity and 
capital productivity are shown in tables 3.2.22 and 
3.2.23 and chart 3.2.3. 

Only Bulgaria achieved continuous labour productiv- 
ity performance growth at increasing rates in recent 
years as compared with 1976-1980. Most countries still 
need to eliminate wide year-to-year fluctuations in 
output, the main reason for discontinuous labour 
productivity growth. The considerable expenditures on 


inputs have not so far been able to stabilize year-to-year 
output development. Capital intensity rose significantly 
faster than labour productivity and was accompanied by 
falls in capital productivity. Thus, efforts to intensify 
agricultural production have not yet sufficiently paid off, 
and tendencies prevailing during 1976-1980 have not yet 
been changed as planned during the current five-year 
plan. Slight improvements in this picture will probably 
emerge in 1982 for most countries but the German 
Democratic Republic and Poland. 


TABLE 3.2.22 


Employment and labour productivity in agriculture 
(Annual percentage changes) 


Employment Labour productivity* 

1976-1980 1980 1981 1976-1980 1980 1981 
Bulgaria 2-0 —0.:7 —1.4 3.6 4.7 7.4 
Czechoslovakia . 1 —0.2 0.5 3.3 5.0 —3.0 
German Dem.Rep. . —0.4 0.1 0.6 1.6 —0.1 0.9 
Нипрагу 16 0.8 0.6 3.5 5 0.4 
Poland . 1.2 —1.8 0.3 i) —8.9 5.1 
Воташа . 4.9 —3.6 —2.8 02 — 0.5 1.7 
Soviet Union . —0.4 —0.2 —0.4 2.8 —1.7 —0.6 


ee Se eee 


Sources: As for table 3.2.1. 
в Gross output per employee. 
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TABLE 3.2.23 
Capital intensity, capital productivity and labour productivity 
(тагсез: 1973-1977 = 100) 


German 
Democratic Soviet 
Bulgaria Czechoslovakia Republic Hungary Poland Romania Union 
A. Fixed assets per hectares of arable land 
197 5 pes mvs ace Е РВ И 98.1 100.1 99.7 99.8 99.0 99.6 100.2 
hae Sey Cay ert 5 hay Rs 140.9 141.1 126.8 136.6 139.9 143.5 143.7 
LYE: оао, к Seg. Пи 147.2 150.9 133.9 141.9 146.4 1537 153.6 
В. Fixed assets рег employee 

1975 а cae Lam ее america hr See 99.3 98.9 99.5 100.4 98.8 99.9 100.2 
CER sae ase aie Pear See ert ee 162.0 146.9 131.0 141.5 147.2 181.8 147.7 
198) es wa’ te ce а 9 с 173.1 155.7 137.0 146.1 151.8 200.5 158.6 

С. Capital productivity 
LOTS) Fee) Sad Boh a EMS aoe 103.4 99.8 101.2 94.1 100.0 95:2 93.9 
О ce ee es ee TBs) 79.2 84.1 85.1 62.5 79.6 70.5 
о оо А ee Аа 75:5 72.4 81.2 82.8 66.7 73:5 65.3 

D. Labour productivity 
в ee ae te ie cs ek Ck ke Sat 102.7 99.3 100.7 101.6 98.8 95.1 94.2 
1980. и -..... 121.6 117.0 110.1 120.4 96.5 144.7 104.2 
Я оо со es ae 130.6 113.5 ies! 121.0 101.3 147.4 103.6 


Sources: As for table 3.2.1. 


CHART 3.2.2 CHART 3.2.3 
Agriculture: Agriculture: 

output and factor inputs efficiency indicators 

(Indices, 1973-1977- 100) (Indices, 1973-1977= 100) 

BULGARIA BULGARIE БОЛГАРИЯ 


we 


— ыы id 
1975 1976 973 1 1982 1983 1984 1985 


1975 1975 1977 1998 1999 1980 191 1982 1983 1984 1985 
CZECHOSLOVAKIA TCH 
s ECOSLOVAQUIE ЧЕХОСЛОВАКИЯ 


180 


120 


ae 
5 


1975 1976 1977 1978 1979 1980 1981 1982 1983 1984 1985 1975 1976 1977 1978 1979 1980 1981 1982 1983 1934 1985 


Е Мы. с жа Agriculture 145 


CHART 3.2.2 (continued) CHART 3.2.3 (continued) 
1 LE EES 
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CHART 3.2.2 (concluded) 


ROMANIA 


~ 
> 
`` 


1975 1976 1977 1978 1979 1980 ~ 7981 1982 1983 1984 1985 


1982 1983 1984 


Gross output 
иииниинннежниия Gross output (Five-year plan) 
——= Net output 


=== Employment 

-.—.=. =. Arable land 

eee Fixed assets 

wevecaccoesensacces Gross fixed capital formation/total 

eecccccccvscces Gross fixed capital formation/machinery & equipment 


3.2(vi) Changes in agricultural policy 


In all countries economic policy to promote agricultur- 
al development has been the subject of a variety of 
general documents, laws and regulations covering long- 
and medium-term programmes. Detailed regulations 
have been drafted and adopted. 

First and foremost should be mentioned the Food 
Programme of the Soviet Union for the period ending in 
1990, adopted in 1982 by the Central Committee of the 
CPSU. 

The Food Programme envisages a radical turn in the 
development of agriculture which aims to improve 


ROUMANIE й 


CHART 3.2.3 (concluded) 


РУМЫНИЯ 


1975 1976 1977 1978 1979 1980 1981 1982 1983 1984 1985 


1975 1976 1977 1978 1979 1980 1981 1982 1983 1984 1985 


Gross output/land ratio 
—— — —— Gross output/per employee 
------- Land employment ratio 
.-.-.-. = Fixed assets/land ratio 
cucccecenscccssece Fixed assets/gross output ratio 
— ———— Fixed assets/per employee 


progress throughout the Soviet economy. Its main 


orientation is as follows: 


(a) to bring about proportional and balanced develop- 
ment of the agro-industrial complex, improved manage- 
ment and planning, strengthened economic incentives in 
every sector of agriculture, and the gearing of production 
to a higher level of final output; 

(5) to ensure a high rate of agricultural output through 
continuous rise in the efficiency with which production 
factors are used, particularly more effective land-use, to 
implement a comprehensive effort to strengthen the 
material and technical base, and provide for the speedier 
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introduction of the latest scientific achievements and 
progressive experience; 

(c) to bring about a comprehensive improvement of 
the use of the productive and technical potential of the 
agro-industrial complex, a substantial increase in the 
return on capital investment and material inputs, and 
further specialization and concentration of agricultural 
production on the basis of inter-farm and inter-branch 
operations; 

(d) to facilitate economy and thriftiness, efforts to cut 
losses and improvements in the quality of agricultural 
produce, and reconstruction and extension of storage, 
road and transport facilities; 

(e) to bring about further improvement in the social 
conditions and welfare of rural dwellers. 


The following measures were elaborated to implement 
the requirements of the Food Programme: 


(a) to change the management of the agro-industrial 
complex of the national economy beginning with a 
target-oriented complex approach and planning; to 
create agricultural associations and unified management 
bodies at all levels to co-ordinate all tasks of the agro- 
industrial complex (the associations are accorded in- 
creasing operational autonomy from the highest to the 
lowest level according to their specific responsibility); in 
connection with this, to broaden contract systems 
between economic units and to change the systems of 
plan indicators in order to give more freedom to produce 
a given final product; to promote auxiliary farming of 
enterprises, organizations and individuals based on 
contractual relations with, and supported by, state and 
collective farms; 

(b) to enforce the use of cost accounting principles and 
profitability of agricultural enterprises through changes 
in the credit and price systems; 

(c) to provide higher incentives for work teams and 
individual employees by changing wage systems and by 
applying new progressive forms of labour organization 
(collective team sub-contracts, piece-work bonus 
systems). 


Investments in the agro-industrial complex are 
planned to increase by about 30 per cent during 1981- 
1990 and fixed assets by about 1.5 times by 1990. 
Fertilizer supplies will almost double from present levels 
and the irrigated land area will rise to 23-25 million 
hectares by 1990. A total area of 15.5 million hectares of 
drained land is expected by 1985 and 18-19 million 
hectares by 1990. All branches of collective and state 
farm production are to be strengthened by providing 
qualified managers, specialists and qualified workers. 

Bulgaria’s agricultural policy was determined by 
principles introduced in 1980. The organization of 
smaller agro-industrial complexes and their brigades as 
specialized basic production units?! seems to have 
succeeded in the light of results in 1981 and 1982. 
Growing attention has been devoted to the problem of 
the unfavourable age structure of the rural population 
and of the agricultural labour force. Financial incen- 
tives, children’s allowances and housing facilities were 
introduced to encourage young people to work in the 
countryside. 

In 1982 Czechoslovakia applied the principles of the 
‘Improved System of Planned Management” in agricul- 
ture for the first time — though few details are available. 
The process of re-structuring, which began in 1981, to 
improve relations between crop and animal production 
and, within the latter, between cattle and pig production, 


231 Economic Survey of Europe in 1980, p.114, and Economic Survey of 
Europe in 1981, p.208. 


progressed. Measures to support small fruit and vegeta- 
ble growers and livestock breeders have been in force 
since 1 April 1982. 

In the German Democratic Republic the 12th Farming 
Congress took place in May 1982. Emphasis was laid on 
more efficient use of agriculture’s high potential by 
lowering standard inputs per unit of output in order to 
increase agriculture’s contribution to the national in- 
come by about | billion marks by 1985. Industrialization 
and concentration favours closer co-operation between 
specialized arable and livestock farms. Co-operation 
councils were elected for local farmers’ conferences. 
They are to organize common tasks within localities and 
promote the system of territorial production units, which 
took over responsibility for land use regulation, livestock 
rearing and machinery availabilities. A new law on 
agricultural producer co-operatives was passed, to up- 
date a previous law of 1959; the new measures stress co- 
operative ownership in agriculture as a stable and 
integral part of the socialist economy. In order to 
strengthen the cost accounting basis for agricultural 
enterprises and to improve agricultural input-output 
ratios, a general change in the system of agricultural 
prices will be implemented in 1983-1985 without 
changing consumer prices. Economic incentives and 
material endowments for individual small producers 
were raised. More than 11 thousand plots in newly- 
created allotments were given for the use of workers’ 
families. 

In Hungary no fundamental changes were announced 
but modifications in the management system were 
agreed to encourage production, hence to satisfy de- 
mand, and also to encourage greater interest in the 
economic use of equipment, materials and energy. A 
resolution was adopted by the government on streamlin- 
ing the management of agriculture and the food 
industry. The agricultural wage regulation system was 
also modified. The conditions for establishing technical 
development funds were revised and the system of 
production taxes was changed to favour co-operative 
farms with poor natural endowments. These measures, 
combined with small changes in average procurement 
prices and bigger changes in agricultural machinery, 
agro-chemical and fodder prices (in force since 1 January 
1983) will tighten up the financial framework of farms. 
Small producers are not directly affected, but are given 
further encouragement. They are to benefit from price 
measures and will qualify for loans to increase 
production. 

The economic reform in Poland’s agriculture is 
characterized by: the principle of inviolability of private 
farms; uniform treatment of all agricultural enterprises; 
self-management in co-operative farms; and the intro- 
duction of a new economic-financial system in state 
farms based on economic accountancy. 

In March 1982, the Polish Parliament — Sejm — passed 
acts which created legal guarantees for individual 
peasant property and recognized individual farms as a 
permanent legitimate segment of the economy. On 8 
October 1982 a law on farmers’ organization was 
adopted.?3? It defines the types of associations permitted 
in agriculture, their rights and tasks. А new social 
insurance system for farmers and their families was 
adopted. The conservation of arable land has been 
strengthened by new bills. The management of state 
farms and agricultural co-operation is being rationa- 
lized. Agricultural profitability has been raised by 
considerable increases in procurement prices. Subsidies, 
which were reduced in many sectors in 1982, were 


232 Rzeczpospolita, 14 October 1982. 
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retained on equipment and services for agriculture. 
According to official information, the income of farmers 
has been brought up to the level of the non-agricultural 
population. 

In Romania, a draft programme of scientific human 
nutrition has been endorsed by the Executive Political 
Committee of the Central Committee of the RCP in 
1982. The draft programme takes into account scientific 
recommendations and the traditional and_ specific 
features of food consumption in Romania. It is 
accompanied by measures for encouraging farm output. 
Special programmes have been worked out to increase 
grain, vegetable, fruit and grape production, and to 
expand other branches that can supply raw materials for 
light industry. These measures are linked to self- 
sufficiency programmes for regions, towns, and villages 
introduced in 1981, which include provision for planned 
exchanges of agricultural produce not locally cultivated. 


3.2(vii) Policy objectives for 1983 


Bulgaria plans to raise gross agricultural output by 2.7 
per cent over 1982. Growth is to be realized entirely 
from rising labour productivity in view of the lack of 
further labour reserves. Data on the structure of output 
are not given, but grain and fodder output are given 
priority in order to ensure a further increase in meat 
output. 

In Czechoslovakia gross agricultural output is planned 
to rise by 2.7 per cent over 1982. Crop output is to 
increase by 5.6 per cent in order to remove imbalances 
between crop and livestock production and to reduce 
fodder imports. The planned increase of crop output 
implies that there will be no rise in livestock production, 
which would reduce the latter’s share from 56.2 per cent 
of total production in 1982 to 55 per cent in 1983. Grain 
output is planned to increase by 7.1 per cent, to attain the 
level planned for 1982. Output of perennial fodder and 
rape-seed is scheduled to rise by more than 17 per cent. 
Agriculture, in addition to energy and export-oriented 
industries, is to be a priority investment sector in 1983. 

The German Democratic Republic plans a moderate 
growth of | per cent for agriculture, forestry and 
foodstuffs combined. Taking into account the small 
planned increase of grain output (10.3 million tonnes in 
1983) this indicates stabilization at the level achieved in 
1982. No increase in livestock or livestock product 
output is apparently targeted and the possibility of 
reduced inputs will be offset by lower standards of 
material consumption per unit of output. Energy 
consumption per unit of output is to be reduced by 6.2 per 
cent. The grain area will expand slightly at the expense 
of the area sown to fodder. This is to be used more 
intensively. Drainage systems will be improved or built 
on more than 66 thousand hectares. 

Hungary's gross agricultural output is expected to 
expand by 1-2 per cent over the 1982 level. A priority 
objective is to improve the standard of pig rearing and 
fodder production. Cereals are to be sown on 2.9 million 
hectares — about 50 thousand hectares more than in 1982, 


the increase being mainly in wheat and maize. A further 
increase in agricultural employment is expected, indicat- 
ing little change in labour productivity. | 

In Poland, gross agricultural output in 1983 is 
projected at 1.5-2.4 per cent higher than in 1982. Crop 
output is to increase by 5.1 to 6.9 per cent. The level of 
grain output is expected to be similar to 1982 but the 
potato harvest is expected to increase by about 25 per 
cent. Low fodder output in 1982 is endangering the 
livestock sector. Hence, a 3 million head decrease in the 
pig herd is expected, which would lower deliveries to 
slaughter by more than 10 per cent. The government 
established several operational programmes to ensure 
achievement of the basic objectives in the annual plan. 
They include a 15 per cent increase in the supply of 
equipment for agriculture and the food industry. 

The gross agricultural output plan for Romania 
envisages an increase by 5.1-5.6 per cent compared with 
1982. Detailed plan targets are rather high. Grain 
output is projected to increase by 13.4 per cent, of which 
wheat and rye by 26 per cent and maize by 8.4 per cent. 
For potatoes, vegetables and fruit, targets are for 
increases between 22.7 and 47.2 percent. The plan aims 
to achieve a 45 per cent share of animal husbandry in 
total agricultural output. This implies an increase of at 
least 15 per cent in livestock product output over the 1982 
level. The planned development of livestock for the end 
of 1983 corresponds to this high target. The arable area 
will be further expanded, as also irrigated and drained 
land areas. Deliveries of tractors, combines, fertilizers 
and plant protection chemicals will be higher than in 
1982. Investments will increase to 38.3 billion lei (plan 
1982 — 35.6 billion) and would thus account for 16.8 per 
cent of total investments. 

The Soviet Union plans the highest increase of gross 
agricultural output in the region — some 10.5 per cent. 
No detailed figures for the planned structure have been 
given but the total volume of output and purchases of 
crop farming products is planned to attain the level of the 
five-year plan targets for 1983. But for livestock output, 
production and procurement targets are lower because of 
inadequate supplies of fodder from the 1982 harvest. 

The plan has been drafted in accordance with the 
‘Food Programme” already described above. A total of 
47 billion roubles, 4.3 per cent more than in 1982, will be 
invested in the agro-industrial complex, of which 37.7 
billion roubles for agriculture. High capital expenditure 
growth rates are planned for fodder production (15 per 
cent) and for vegetable and fruit storage (23 per cent). 
Deliveries of fertilizers in 1983 are set at 22.8 million 
tonnes, 13.4 per cent more than in 1982. Water supplies 
will be improved on 4 million hectares of pasture-land, 
and a further 1.5 million hectares of arable land are 
scheduled to be drained and irrigated. The plan makes 
provision for developing agricultural output in subsid- 
lary farms and personal plots. The comprehensive 
measures to develop agricultural output in 1983 involve 
procurement price changes, introduced on 1 January 
1983. These measures are intended to raise farm 
profitability. 


3.3 INDUSTRY 


_ The following section examines the main trends of 
industrial development in eastern Europe and the Soviet 
Union. The first part summarizes the decelerating trend 
in industrial growth in recent years in the context of 
changed internal and external conditions of economic 
development. Growth strategies for five-year plan 
period 1981-1985 and for the year 1983 are also 
presented. The second part describes factor inputs and 
efficiency trends against the background of general 
economic policy aimed at higher efficiency in the 
utilization of all production factors. Particular attention 
is devoted to the trends in labour productivity, capital 
productivity and material intensity of industrial produc- 
tion. In the third part a discussion of energy supplies and 
consumption is presented, with stress put on the growing 
role of the energy sector in economic development. 
Policy responses to changed conditions in the availability 
of energy sources by country and within the framework 
of CMEA are also discussed. The fourth part presents 
industrial branch developments and changes which 
occurred in metallurgy, chemical industry, engineering, 
light and food industries. Changes in the relationships 
between the production of producer and consumer goods 
are also examined. A review of developments in 1982 
and plans for 1983 by country is given in the final part. 


3.3(i) Growth of industrial output 


Gross industrial output in the centrally planned 
economies of eastern Europe and the Soviet Union 
recorded, in comparison with other regions in the world, 
a high average annual growth rate of 4.8 per cent during 
1976-1980. Industry was the fastest growing sector of 
the economy. However, economic performance differed 
between individual countries, industrial growth rates 
ranging between an average annual rate of 3.4 per cent in 
Hungary to 9.5 per cent in Romania (tables 3.3.1 and 
383.2). 


_ Inthe later part of the 1976-1980 period a deceleration 
in industrial growth became apparent (chart 3.3.1). It 
was caused by various factors, notably scarcer energy, 
raw and other material supplies, fluctuations in the 
supply of industrial inputs of agricultural origin, declin- 
ing investments and deteriorating external economic 
conditions. In the middle of the 1970s strategies to 
achieve higher efficiency (‘intensive growth”) were 
proposed in all the centrally planned economies as the 
only approach capable of offsetting internal and external 
growth constraints and promoting dynamic industrial 
growth. But these strategies were not implemented to 
the extent necessary to reach the industrial output targets 
originally planned for 1976-1980. 

Plan targets for industrial production over the period 
1981-1985 took into account the worsening internal and 
external conditions for industrial expansion. They 
incorporated a moderation of growth rates for the region 
as a whole. Growth strategies contained in the five-year 
plans for 1981-1985, however, are not identical in all 
countries of the region. Bulgaria, Czechoslovakia and 
Romania envisaged lower rates of industrial growth in 
1981-1985 than those actually obtained in the preceding 
five years. In the German Democratic Republic, 
Hungary and the Soviet Union, a slight acceleration was 
foreseen. Growth rates planned for gross industrial 
output are within a range of 2.7 per cent in Czechoslova- 
kia to 7.6 per cent in Romania. The general economic 
strategy of higher efficiency for the 1981-1985 period 
remained unchanged though the importance of the shift 
towards a predominantly intensive development pattern 
was stressed more strongly in all five-year plans. A 
decisive role in ensuring industrial development under 
the new conditions was attributed to intensive growth 
factors, notably energy and materials conservation, 
structural change, ‘scientific and technical progress, 
international co-operation and improvements in the 
system of planning and management. The gradual 
adjustment of the centrally planned economies to new 


TABLE 3.3.1 


Growth of industrial output 


(Average annual percentage change) 


1976-1980 1981-1985 
Actual Plan 
Bulgaria и о... 60 5.1 
Czechoslovakia Pees ВЕ] 2.7-3.4 
German Dem. Вер. .. . . 5.0 5:1 
Hungary oo eee ere 3.5-4.0 
Poland® fee. мае 1-47 ae 
Romania’ lien oN ... 9.5 7.6 
Soviet Union een 4.7 
Eastern Europe and 
the Soviet Union . . .. . 48 


1981 1982 

1983 

Plan Actual Plan Actual Plan 

5.6 4.8 4.5 4.6 4.8 

Del Pel 0.6* 1.0 2.4 

5.0 4.7 4.6 Sh 3.8 
3.0-3.5 2.8 2.0-2.5 `2.0 1.0-2.0 
; 10:5 0.6* —4* 3.7-4.0° 

8.1 2.6° 4.7¢ Me 6.6 

4.1 3.4 4.7 2.8 3.2 

4.0 212 4.2 2.2 3.4 


_—_.мммммМмМЙМЦйЕВ8ЫЙ—Ш8—Ш6—6—ШЩ8ШЩШЩШ К ESEEEESSS EES 


Sources: National statistics, plans and plan fulfilment reports. 
а Commodity production. 

» Sales. 

‹ Marketable production. 
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CHART 3.3.1 CHART 3.3.2 


industry: Industry: 

output and factor inputs efficiency indicators 
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CHART 3.3.1 (concluded) CHART 3.3.2 (concluded) 
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TABLE 3.3.2 


Gross output and factor inputs in industry 
(Average annual percentage change) 
Е a a 


Gross 
Gross output Employment fixed 
fT = Fixed capital 
Plan Actual Plan Actual assets formation 
Bulgaria 
19761980 teen ee nly и 9.2 6.0 Е. eS 10.0 т 
и ль. 7.8 55 EO es) 8.2 — 0.6 
1980) о о в UA 6.3 4.2 he, 1.1 10.2 17.4 
LOST Pay ое Ве 5.6 4.8 ха 1.5 8.1 8.0 
ей ть ee | 4.5 4.6 0.8* 
ЕЕ а Ск 4.8 
1981-19085 о т а мые Sul 
Czechoslovakia 
1996—1980 we ee he er cer eer Se 5.7-6.0 4.7 oe 0.7 6.1 6.9 
LO] Oye oS i ta ee es м 4.5 $1 0.72 0.6 5.9 6.6 
Ue se eee. nee ©... ee 4.0 85 0.8 0.7 5.9 3.6 
а OY о т Da 2.1 0.5 0.5 6.4 —1.4 
19822: о. а 0.6* 1.0 ie 0.5 
LOBB oi og athe ae и ec Oe 2.4 = ve 
198121985: Age gl Se 2.7-3.4 Е 0.22 
German Democratic 
Republic? 
1976-1980. pen”. Ml as ae 6.0 5.0 я 0.5 6.0 5.0 
1979 а te ee 5.5 4.6 0.84 0.6 5.8 3.6 
[O80 Ser rat. ta ol ee eee 4.7 4.7 0.2 0.2 5.6 4.2 
Ee Е ИИ ОА УЕ ОИ 7’ АМИ 5.0 4.7 i 0.9 5.9 1.6 
О а 4.6 В. + 0.6* SOE cay ial 
1983 СМ. a ae 3.8 = 


оо О 5.1 


acs ee О 3 


TABLE 3.3.2 (CONTINUED) 
Е a 


G Gross 
ross output Employment fixed 
Fixed i 
Plan Actual Plan Actual oe ee 
ee eee ee ee nee ie DE ini aut: сне eres Cane) а 
Hungary 
м о ам 6.0 3.4 as —1.1 8.0 4.3 
ти ee ee ee о: 2 4.0 3.0 i — 12 9.5 —2.0 
ee Re MIE A AN, 3.5-4.0 —2.0 — 0.52 —2.6 8.1 — 11.4 
С в ак. 3.0-3.5 2.8 — 1.8 6.4 = 8 
82 бы 2.0-2.5 2.0 —2.0 
1983-е 1.02.0 
1981-1985 3.5—4.0 
Poland 
1976219806 fore erwl.8 co бань. 8.2-8.5 4.7 af 0.4 9.3 5.8 
ee oe eo ee с 4.9 27 —0.4¢ 0.2 7.9 —15.4 
те: 3.0-4.2 0.0 — 0.2-1.3¢ 0.2 5.8 — 13.9 
— 10.5 —0.1 4.0 — 26.3 
О а ов $5 —4.0* —4.8* 1.8* 
Ч Oe ПОПЕ № Polit Qty 9 
1981-1985 . . . Haat et 59 
Котата 
ее 10.2-11.2 9.5 1.6-2.1 3.5 10.4 7.8 
В hi on. = hagas 11.3 8.1 1.02 3.9 9.6 7.4 
ОВ Ме. 11.4 6.5 7.5 2.3 10.0 2.5. 
ОВ ОНИ НЕТ 8.1 2.64 1.0 2.4 9.1 
ПОЗ Aiea eee A, 1 DUR, Lee 4.74 1.14 1.6* 
1983 Зри teh oy 6.64 aA 
ПОПОВ Пот ТО Звери 7.6 0.62 
Soviet Union 
1926—1950 мк ee 6.3 4.5 0.8 1.6 7.6 5.3 
OG re в 57 3.4 1.0 13 7.6 Я 
с Еве. 4.5 3.6 0.7 ОТ 7.4 3.1 
Пр до еее Зин 4.1 3.4 0.5 0.9 13 4.8 
ОВ М. МАИ 4.7 2.8 0.6 0.7 Wea 
ORS МСО ok TT ORS. Я 0.3 
ТОО? ар Я г: Е 4.7 0.5 
Byelorussian SSR 
1906-1980 -Asius. St санхь VET abe 7.4 ee) 1.9 2.4 9.4 3.2 
О ак о jlrertzasaste bie 6.2 6.9 1.1 2.6 9.5 —3.6 
г ее 5.9 6.0 1.6 1.9 9.2 —2.5 
О I ad 4.1 5.0 Neil 1.6 9.0 5.6 
ее нев 4.3 4.7 1.3 1.0 9.0* 
GS ee eee ee а Зы 3.4 0.9 A 
198-1985.) SEE УСА С. 5.1 1.1 a 
Ukrainian SSR 
tO 7OZL9SONRD . ЛЬ. OD TS. 5:9 3.9 0.7 1.6 6.8 27 
1979S женил ьь SR LAS ве att 5.2 3.0 1.5 1.4 Ты —2.6 
Об лиса а 5 esa! Aad 4.0 RO) Цой 6.7 ВЯ 
О о Pe dete али Ц. 3.5 2.8 0.8 6.0 0.1 
EE SO бы оля 4.0 2 1.6 1.0 
OS Va В арм 2.8 0.8 
О о а и: 4.2 1.0 


a 


Sources: National statistics, CMEA statistical yearbooks, plans and plan-fulfilment reports. 
Note: Growth of gross fixed capital formation in 1976-1980 was calculated on the basis of the annual average during the period compared with the annual average 


in 1971-1975 expressed as an average annual compound rate. 
“ Derived from output and productivity data. 
ь Commodity production 
< Sales. 
4 Marketable production. 


more demanding conditions needs to be judged over the 
long term. 

Over the medium term some slowdown in industrial 
growth Ваз been inevitable. The period of transition to 
intensive industrial growth may last several years. 
Prospects for achieving an acceleration of industrial 
growth rates will depend to a great extent on the speed 
with which the required increase in the efficiency of 
economic development is brought about. 


Industrial growth in 1981 — the first year of the five-year 
plan for 1981-1985 — was low by historical standards — 
some 2.2 per cent for the region as a whole against 3.7 per 
cent and 3.4 per cent in 1979 and 1980 respectively. The 
declining trend in aggregate industrial output growth 
was mainly due to the 10.5 per cent decrease in the level 
of output in Poland. In Czechoslovakia and Romania, 
industrial output growth was also slow (2.1 and 2.6 per 
cent respectively). In contrast, the Soviet Union reached 
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a 3.4 per cent increase — practically the same as in the two 
preceding years. Bulgaria and the German Democratic 
Republic recorded rises of 4.8 per cent and 4.7 per cent 
respectively. It is noteworthy that relatively high growth 
in both these countries was maintained in 1982. 

Plans for 1982 in the majority of east European 
countries called for a further moderation in the rate of 
industrial progress. They also stressed the importance of 
balanced growth, to be brought about by harmonizing 
the output of individual branches with available produc- 
tion inputs. In this context, changes in the availability of 
primary energy sources were particularly important. 
The declining trend in the growth of primary energy 
production continued to be exacerbated by worsening 
natural conditions in the extractive industries and by 
reduced imports of oil in some east European countries 
(see sub-section (iii) below). Poor harvests in 1981 in 
Czechoslovakia, Hungary, Romania and the Soviet 
Union significantly constrained material supplies for the 
light and food-processing industries. The efforts to 
improve the balance-of-payments position led to sub- 
stantial cuts in imports of raw and other material inputs. 
Hence industrial output growth for 1982 was slower than 
envisaged for the 1981-1985 period as а whole. 
Performance was also below the attained growth rate in 
1981 in all countries. 

Comparisons of planned and actual output growth 
suggest that industrial growth strategy for 1982 was 
realistic only in some countries. In Bulgaria and 
Czechoslovakia actual performance outstripped the 
planned growth rates — an actual increase of 4.6 per cent 
was recorded against 4.5 planned in the case of Bulgaria 
and 1.0 per cent against 0.6 per cent in the case of 
Czechoslovakia. In Hungary, a 2 per cent actual output 
rise equalled the lower limit of its planned output target. 
The German Democratic Republic did not fully meet its 
planned output target, but the 3.2 per cent actually 
registered for industry as a whole in 1982 (4.3 per cent in 
the case of commodity production by enterprises of the 
industrial ministries) was in line with the good perfor- 
mance of recent years. The Soviet Union envisaged 
industrial growth in 1982 at the level implied by the five- 
year plan average for 1981-1985 (4.7 per cent). The 2.8 
per cent growth rate reported for industrial gross 
production thus represents only partial fulfilment of the 
original industrial output target. A more detailed 
analysis is given in sub-section (v) below. 

Plans for 1983 embody different growth strategies. 
Some acceleration in industrial growth rates compared 
with 1982 is envisaged in Czechoslovakia, the German 
Democratic Republic, Poland, Romania and the Soviet 
Union. In Bulgaria the objective is to maintain 
industrial growth at the current relatively high level of 
roughly 4.5—5 per cent. In Hungary growth is foreseen at 
about the same rate as in 1982 or lower (the target rate 
spread of a 1-2 per cent increase reflecting a margin of 
uncertainty under present conditions). It is clear that 
policies to accelerate industrial growth have been 
adopted in practically all countries of the region for 
1983. It is expected that these policies will continue in 
the ae two years of the five-year plan period (1984 and 
1985). 

The achievement of the acceleration of industrial 
development on these lines will depend on overcoming 
certain growth-constraining factors. In eastern Europe 
the outcome will depend upon the attainment of planned 
savings of fuels, energy and raw materials and on 
improvements in the foreign trade sector. Higher 
industrial growth rates in the remaining years of the 
1981-1985 period will otherwise tend to expand needs for 
increasingly scarce and costly fuels, energy and raw 
materials at a time when the terms of trade for east 


European countries are deteriorating. Thus the decisive 
element will be an acceleration of technical progress and 
international co-operation, together with implementa- 
tion of appropriate changes in the system of planning 
and management in line with the conditions of internal 
and external economic development. 


3.3(ii) Factor inputs and efficiency trends 


In all centrally planned economies the intensification 
of industrial growth is considered as the only way of 
achieving further industrial expansion, as the sources of 
extensive growth have been exhausted. Intensification 
is usually explained as a process whereby total productiv- 
ity gains provide an increasing contribution to output 
growth. 

It is difficult to measure the size and share of the 
contribution of intensification to production growth. 
Results depend on the assumptions and methods used. 
Any comprehensive approach however requires analysis 
of the main production inputs of labour, fixed assets and 
material inputs, and measurement of their effectiveness. 

Labour productivity growth — derived from industrial 
output and employment growth — rose in the region at an 
average annual rate of 3.4 per cent during 1976-1980. 
The share of labour productivity in the growth of 
industrial output of the region reached 84 per cent on the 
basis of an unweighted average. The share of industrial 
output growth accounted for by the growth in labour 
productivity increased, particularly in the countries 
where the rate of growth of industrial employment 
declined.?33 Further increases in the share of labour 
productivity in output growth are expected in five-year 
plans for 1981-1985. This trend is related to the limited 
possibilities for increasing the supply of labour to 
industry, since where the growth of employment in 
industry is zero or negligible, labour productivity growth 
will necessarily coincide with the growth of industrial 
output and contribute virtually 100 per cent of the output 
growth attained. 

In the first two years of the five-year plans for 1981- 
1985 a slowdown in labour productivity growth was 
recorded against 1976-1980 in all countries of the region 
(table 3.3.3 and chart 3.3.2). In the region as a whole 
labour productivity increased by 1.5 per cent in 1981 
against 2.5 and 2.4 per cent in 1979 and 1980 
respectively. In 1982 the declining trend continued in 
Czechoslovakia, the German Democratic Republic, 
Hungary, Romania and the Soviet Union. Decelerating 
productivity growth rates are closely linked with many 
economic processes and phenomena which occurred in 
the centrally planned economies in recent years — some of 
which were mentioned in sub-section (i) above. Analysis 
of the causes of recent trends in labour productivity 
growth is complex as not all of them are amenable to 
statistical treatment. 

Various factors influencing labour productivity 
growth were reported in the countries concerned. One 
group consists of factors connected with constraints on 
the supply side of output growth. An important role 
within this group of factors was played by the limited 
supplies of energy, raw and other material inputs, and 
the slowdown in the growth of employment. Restrictive 
investment policies which directly affected output 
growth in the main investment supply branches (the 
construction sector, the construction materials and 
engineering industries) acted on the demand side. Bad 
crops ш some countries affected output growth in the 


a See Economic Survey of Europe in 1981, UN, New York 1982, 
p.220. 
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TABLE 3.3.3 


Productivity indicators in industry 
(Average annual percentage change) 


ee ee 


Labour Capital Capital Total 
productivity? intensity? Productivity’ productivity? 

Bulgaria 
1976-1980 4.4 8.4 —3.6 2.0 
1979 ИВ 4.1 6.8 =I) 21 
1980 oe 3.1 9.0 —5.4 0.5 
1981 tees 3:2 6.5 30 ils} 
1982 ee 3.8 a oe 

Czechoslovakia 
1976-1980 4.0 5.3 =1.5 2.3 
1979 Noe 8 3.1 5.3 2.1 ts) 
1980 a al 2.8 52 =57).5) 1:2 
1981 м. 1.6 5.9 —4.0 0.1 
1982 <. 0.5 

German 

Dem. Rep. 

1976-1980 4.5 5.4 ==) 2.8 
1979 С 4.0 Sal —0.9 25 
1980 ея 4.5 5.4 —0.8 2.9 
1981 ae 3.8 5.0 — 0:8 2.4 
1982 АЕ 2.6* 4.5* == ahs 

Hungary 
1976-1980 4.6 9.2 = 1.9 
1979 ме 4.3 ИЗ — 6.0 1.2 
1980 4 0.6 10.9 —9.4 —2.4 
1981 и 4.7 8.3 РЭ Ip) 
1982 м 4.1 

Poland 
1976-1980 4.3 8.9 —4.2 1:7 
1979 jek 2.6 7.8 —4.9 0.3 
1980 0.2 5.6 S55) = 
1981 10:4 4.1 = 13.9 = ibis 
1982 ees 0.8* 6.9* 57° Salil 

Romania 
1976-1980 5.8 6.7 —0.8 3.8 
1979 Е. 3.9 55 => 2.0) 
1980 я 4.1 Wes = 1.8 
1981 > Ss 0.2 6.5 —6.0 0.0 
1982 о. 905 

Soviet Union 
1976-1980 2.8 ay —2.9 1.1 
1979 рые 2:2 6.1 — 39 0.4 
1980 ay DS 6.0 = 3).5) 0.8 
1981 rt «- 215 6.4 = hi 0.6 
1982 a 2 6.2% —4.2* (ee 


Sources: As for table 3.3.1. 

* Gross output per employee. 

> Fixed assets per employee. 

© Gross output - fixed assets ratio. 

4 The figures for total productivity were obtained by weighting the growth rates of labour 
productivity and capital productivity in the proportions of 0.7 in the case of the former and 0.3 
in the case of the latter. The relationship approximates that between the wage fund, imputed 
capital charge and an allowance for depreciation of fixed assets. 


light and food-processing industries. Another group of 
factors are those influencing the intensification process 
in industry, namely scientific and technical progress, 
labour organization, structural change, shifts in the 
international division of labour and changes in the 
system of planning and management. As stated in many 
national documents, the progress of transforming indus- 
try along the lines of an intensive path is still slow and 
does not correspond to the requirements of the present 
stage of economic development. These questions are 
taken up in more detail in section 3.6. 

The upturn in industrial output growth rates envisaged 
in the plans for 1983 is based on the assumption of some 
acceleration in labour productivity. Five-year plans for 
1981-1985, аз well as measures announced or introduced 


in the systems of planning and management, also call for 
a faster increase in labour productivity. Numerous 
policy responses to labour productivity issues have been 
reported in recent years — notably in the field of scientific 
and technical progress, in the organization and utiliza- 
tion of labour, in planning and incentive systems and in 
international specialization and co-operation. 

The share of industrial output growth accounted for by 
the growth in labour productivity has tended to increase 
during 1979-1981 in the Soviet Union and Hungary. 
The exception was in Hungary in 1980, when an absolute 
decrease in industrial output was recorded. The opposite 
tendency prevailed in Romania, Czechoslovakia and the 
sau Democratic Republic (except in 1980) (table 

Under the conditions of declining industrial output 
growth rates, the percentage share of labour productivity 
in the growth of industrial output becomes more 
sensitive to changes in industrial employment. The 
general tendency towards declining growth rates in 
industrial employment in the centrally planned econo- 
mies reflects mainly demographic changes and also shifts 
in employment towards the non-material sphere. For the 
region as a whole, industrial employment growth rates 
declined from an average 1.4 per cent in 1976-1980 to 1.2 
per cent in 1979, 1.0 per cent in 1980 and only 0.7 per cent 
in 1981. At the same time, employment policy in 
industry varies from country to country. The highest 
growth rates in industrial employment were recorded in 
Romania, followed by Bulgaria and the Soviet Union. In 
Czechoslovakia and the German Democratic Republic 
the annual increase of industrial employment moved 
within a range of 0.5-0.9 per cent. Hungary applies a 
flexible employment policy, industrial employment hav- 
ing as a result substantially decreased in absolute terms 
(table 3.3.2). 

Capital productivity — measured in terms of gross 
industrial output per unit of industrial fixed assets — 
recorded a downward trend during 1976-1980 (table 
3.3.3). This continued into 1981. Data for 1982 are not 
available for most countries but in the German Demo- 
cratic Republic and the Soviet Union a further decline in 
capital productivity in 1982 was reported. 

The declining trend in capital productivity is closely 
linked with the factors described earlier, and reflects 
changes in the trend of output growth on one hand, and 
factors influencing industrial fixed asset growth on the 
other. The slowdown in the rate of growth of industrial 
output was accompanied by growth of industrial fixed 
assets at faster rates than industrial output. Hence 
capital productivity declined. The high rate of growth of 


TABLE 3.3.4 


Contribution of labour productivity to the growth of industrial output 
(Percentage shares) 


1976-1980 1979 1980 1981 
Bulgaria я > И» _ 74 74 67 
Czechoslovakia 1 85 84 80 76 
German Democratic 
Republic . . 90 87 96 81 
Hungary canes в 135 133 -30 168 
Poland eee 91 96 ag 99 
Romania ert be 61 49 63 18 
Soviet Union . . 62 65 69 73 


i 


Sources: As for table 3.3.1. 

Note: Due to differences in coverage and methodology applied, figures in this table may 
differ slightly from officially reported data. When industrial employment decreases in absolute 
terms the proportion of output growth accounted for by rising labour productivity is more than 
100 per cent. ‘ 


156 Eastern Europe and the Soviet Union 


industrial fixed assets recorded (except in Poland - see 
table 3.3.2) was due to the investment boom in the mid- 
1970s. Nevertheless, the substantial decline in industrial 
investments at the end of the 1970s and the beginning of 
the 1980s, which was very pronounced in Hungary and 
Poland and, in 1982 also in the German Democratic 
Republic, will eventually result in a gradual deceleration 
in industrial fixed asset growth rates. This, together with 
the expected acceleration of industrial growth, should 
improve capital productivity performance. 

Other factors also contributed to the declining trend in 
capital productivity. These include efforts to substitute 
scarce labour by fixed assets, higher environmental 
protection expenditures, the higher cost of more technol- 
ogy-intensive fixed assets, structural changes in favour of 
more capital-intensive branches, apparently low write- 
off rates of obsolete fixed assets, etc. The reported 
under-utilization of capacities in some _ industrial 
branches (notably the energy-and material-intensive 
metallurgy and chemical branches) indicates that capital 
was not generally a constraining factor on output growth. 

A number of measures have been taken to reverse 
negative trends in capital productivity, in line with the 
general strategy of intensification proclaimed in the five- 
year plans for 1981-1985. The substantially lower rates 
of growth of industrial investments scheduled for 1981- 
1985 have already been mentioned. The faster write-off 
of obsolete equipment, and incentive systems to encour- 
age fuller utilization of fixed assets will be necessary if a 
reversal of apparent trends during the 1970s is to be 
achieved. 

The material intensity of industrial production, judged 
in many centrally planned economies as excessive by 
international standards, has become a primary object of 
policy makers’ attention following the changes in the 
availability of energy and raw materials noted earlier. It 
is assumed by all countries that acceleration of industrial 
production growth could be attained by reducing energy 
and material consumption per unit of industrial output 
and hence easing the balance-of-payments constraints. 
Important decisions in this field were embodied in the 
five-year plans for 1981-1985 and further action imple- 
mented or announced in 1981 and 1982. In particular, 
rationalization programmes calling for substantial 
economies in fuel, energy, raw material and other 
material inputs were elaborated and approved in most 
countries of eastern Europe and in the Soviet Ошоп.?34 
Results in the first two years of the 1980s can generally be 
judged as significant. Important savings in the con- 
sumption of fuel, energy and metals were reported by the 
countries concerned. The leading position in this respect 
belongs to the German Democratic Republic, where 
relatively rapid industrial growth was achieved with 
virtually no growth in primary energy consumption. In 
this country inputs of the main types of energy, raw and 
other materials per unit of industrial output fell by 5 per 
cent in 1981 and by 6 per cent in 1982. 

Methods of measuring changes in material intensity in 
the industry as a whole are not wholly adequate. Some 
estimates of trends in this regard may be obtained by 
comparing the rates of growth of gross and net industrial 
output, since the difference between the two indicates 
roughly the efficiency in utilization of material inputs 
over time. Higher growth rates of net output relative to 
gross output can be interpreted as a reduction in material 
inputs per unit of gross output. However, this indicator 
is only a rough measure, as higher growth rates of net 
output relative to gross output may result not only from 
real savings in material inputs, but also from other 
factors such as changes in the degree of co-operation 


Ос empl 4. 


TABLE 3.3.5 


Ratio of net to gross industrial output 
a ee eS о 


Gross output Net output Ratio of net to 
gross industrial 
Annual percentage change output growth 


ES 


Bulgaria 


1976-1980... . 6.0 6.8 1.13 
1979 ces a: 5.5 5.4 0.98 
19808 eee cfu 4.2 0.4 0.09 
198 А ttl Be ele 4.8 5.6 1.17 
Czechoslovakia? 
1976-1980... . Зо 3.5 1.00 
И ae ee 3.4 3.5 1.03 
1980 о cas P| 2.5 1.19 
NOS А os, 0.1 1.1 11.00 
German Dem. Вер.“ 
1976=1980) «25 sia 4.9 5.0 1.02 
1979 нс 4.8 4.7 0.98 
ое. 4.7 35 1.17 
198} Ps? ee se 5.1 525) 1.08 
Hungary 
1976-1980... . 3.4 3.8 1.12 
1970 ees an 3.0 4.3 1.43 
То 21 —2.2 1.05 
1981) Eee FR Ss 2.8 2.9* _ 1.04 
Poland 
1976-1980 .... 4.7 2.6 0.55 
1979: 22) Rare ия 2.7 —1.7 — 0.63 
1980 ate ER ое 0.0 —4.1 i 
198 ie. There eset — 10:5 — 16.0 £52 
Romania 
1976-1980 .... 9.5 8.9 0.94 
1979.5 yeep Asad ere: 8.0 7.6 0.95 
9S Ou) CARE oes, |? 6.1 8.6 1.41 
О Sai, MIT ea cien= 2.6 4.1 1.58 
Soviet Union 
1976-1980 .... 4.5 4.9 1.09 
TS о ae 3.4 30 1.09 
a, с 3.6 3.8 1.06 
198 Е os 3.4 3.8 1.12 


Sources: As for table 3.3.1. 
2 Based on national accounts statistics. 


among enterprises and structural shifts in the pattern of 
output. With these limitations, table 3.3.5 indicates 
progressive reductions in the material input intensity of 
production in some countries of the region. 
Adjustment to the profound changes which occurred 
in the availability of primary energy sources in east 
European countries, and the achievement of the task of 
covering domestic consumption needs at sustainable 
levels of imports is a long-term process. The process 
started at the beginning of the 1980s and will have to be 
implemented even more strictly in the remaining years of 
the 1981-1985 plan period. This problem affects all 
aspects of economic life and needs to be solved not only 
by austerity measures but also in a positive way through 
technical advance and innovation, appropriate structur- 
al change and closer international co-operation - 
especially among the CMEA countries. A long-term 
target-oriented programme of international co-operation 
in the field of fuels, energy and raw materials was 
approved at the 35th session of the CMEA held in Sofia 
in 1981, while at its 36th session in Budapest in 1982 a 
programme to initiate production of resource-saving 
machinery and equipment and to ensure the optimum 


location of energy-intensive production plant was 
agreed. 
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3.3(iii) Energy supply and consumption 


The energy situation in the centrally planned econo- 
mies during 1976-1980 was characterized by an average 
annual growth of primary energy production at a rate of 
3.7 per cent, with rather big differences among individ- 
ual countries (table 3.3.6). 


TABLE 3.3.6 
Primary energy production® 


(Average annual percentage change) 
НЕ ЧЕ ee Е РИ. ПОВ 


1976-1980 1979 1980 1981 

Frese P= ое ee EE eae ee ae 
Bulgaria ом 2.3 9.9 5.6 se 
Czechoslovakia ; 0.7 —=0.2 Salad N48) 
German Democratic 

Republic . . ile | 1:2 1.0 к 
Hungary = A 1.6 —4.4 О — 0.3 
Рози fe 2.0 32 —4.0 = 52 
Romania ЕТ: 0.5 —2.9 3.0 ss 
Soviet Union . . 4.4 3.4 2.9 2.2 
Eastern Europe. 1.4 1.1 =i? 
Eastern Europe and 

the Soviet Union 3.7 2.9 2.0 


Sources: Yearbooks of World Energy Statistics and national statistics. 
* In coal equivalent up to 1980 and in various national units in 1981. 


Substantially higher growth rates of primary energy 
production in the Soviet Union compared with the east 
European countries increased the Soviet share of the 
total from 77.5 per cent in 1975 to 79.9 per cent in 1980. 
This was mainly due to increasing Soviet oil and gas 
output. 

A declining trend in primary energy production 
growth became evident in recent years, caused mainly by 
the less favourable extraction conditions. The produc- 
tion of fuels and energy has become more costly due to 
the depletion of easily accessible deposits, increasing 
working depths in mines, environmental constraints and 
the growing distance between new deposits and the main 
consuming areas. Some notion of the importance of this 
problem may be obtained from the increasing capital 
requirements of the energy sector. Investment expendi- 
tures for the development of the fuel and energy base are 
increasing in all the centrally planned economies. Their 
share in total industrial investment in some cases is now 
more than 30 per cent. 

The slow down of energy production growth was not in 
all cases accompanied by adequate reductions in energy 
consumption growth. In the Soviet Union the primary 
energy consumption growth rates are substantially lower 
than primary energy production growth rates (annual 
averages of 3.2 per cent against 4.4 per cent respectively 
in 1976-1980). In eastern Europe the opposite tendency 
prevails (3.3 per cent average annual consumption 
growth against 1.4 per cent production growth in the 
same period). The gap between primary energy produc- 
tion and consumption in east European countries was 
estimated at 128.5 million tonnes of coal equivalent in 
1980.235 This gap was covered predominantly by imports 
of energy from the Soviet Union. Soviet supplies in 1980 
accounted for 80 per cent of east European countries’ 
imports of oil and oil products and 99 per cent of natural 
gas. Taking into account developments on the world 
market, notably the big post — 1973 price increases for 


235 Calculated on the basis of Yearbook of World Energy Statistics, 
UN, New York, 1981, pp. 66, 70, 74, 78, 92. 


imported fuels and energy, a far slower increase in the 
total supply of energy from domestic production and 
imports may be expected in the 1980s than in the 
previous decade. In fact, the availability of fuels and 
energy has become one of the crucial problems of the 
overall economic development of the east European 
countries. 

The close interdependence between energy consump- 
tion and economic growth, strongly suggests that increas- 
ingly scarce and costly energy supplies contributed to the 
declining trends in economic and industrial growth noted 
earlier. The energy intensity of economic growth 
indicates the degree to which national economies have 


adapted to changes in the availability of energy sources 
(table 3.3.7). 


TABLE 3.3.7 


Energy intensity of economic growth 
(Ratio of annual change in energy consumption to annual change in 


NMP) 

1976-1980 1978 1979 1980 
Bulgaria де AP R0:84 1.02 0.85 1.79 
Czechoslovakia : 0.65 0.59 0.90 0.12 
German Dem. Rep. 0.56 0.53 0.63 0.69 
Hungary as 1.21 1.62 0.58 — 4.36 
Ро] ава дм. 3 2.50 11,5383 —1.52 Е 
Romania и 10.56 0.92 0.26 1.31 
Soviet Union . . 0.74 0.29 1.66 0.54 


Sources: Yearbook of World Energy Statistics, various issues of national statistics. 


The relationship between energy consumption and 
NMP growth is complex and is affected by various 
factors, not all of which are amenable to statistical 
analysis. Fluctuation in the ratios of energy consump- 
tion growth to NMP growth in almost all centrally 
planned economies shows that the adjustment process 
was uneven. According to national reports, some 
improvements were made in the course of 1981 and 1982 
and savings of fuels and energy increased. In fact 
economic growth in the majority of east European 
countries in 1982 was achieved in spite of significant cuts 
in oil imports. 

Anessential feature of development strategies for 198 1— 
1985 under these conditions is higher efficiency in the 
utilization of fuels and energy. All five-year plans in the 
centrally planned economies call for such economies on a 
substantial scale. The energy intensity of production in 
the centrally planned economies is high by international 
standards. A rather big potential for making further 
savings thus exists. All countries of the region have 
published programmes to restrain fuel and energy 
consumption. In the German Democratic Republic sav- 
ings in energy consumption are expected to amount to 
some 70 million tonnes of brown coal equivalent. The 
rationalization programme in Czechoslovakia envisages 
savings of roughly 12 million tonnes of coal equivalent by 
1985. The Soviet Union's five-year plan provides for the 
saving of 200 million tonnes of coal equivalent. 
Additionally, the drafting of the Soviet long-term energy 
programme is nearly complete. It includes the modern- 
ization of the oil, gas, petrochemical and coal industries, 
expansion of energy production and also savings of 
energy throughout the national economy. In Romania 
the energy programme stipulates increases in energy 
production, extension and improvement of the national 
grid and further reduction of energy consumption. The 
objective is to make Romania self-sufficient in energy by 
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the end of the present decade. The programme provides 
for a growth in electricity generation from 68.9 billion 
kWh in 1982, to 82.5 billion kWh in 1985 and to 110 
billion kWh in 1990. The construction of nuclear power 
stations will be accelerated. Coal output is planned to 
grow from 37.9 million tonnes in 1982 to 87 million 
tonnes in 1985. Plans to increase crude oil and gas 
production in excess of the five-year plan provisions 
were also approved. 

International (intra-CMEA) co-operation in the energy 
sector, based on a long-term target oriented programme, 
covers foreign trade in energy, and also the implementa- 
tion of large-scale energy projects, a common R & D 
effort, an integrated energy transmission infrastructure, 
common energy conservation policies and the optimum 
location of energy-intensive production. According to 
this programme, CMEA countries will reshape their 
energy balances on the basis of the accelerated develop- 
ment of nuclear power and wider utilization of solid 
fuels. In 1981 the aggregate capacity of nuclear plants in 
the six east European countries amounted to 4,000 MW; 
by the end of the decade it is intended to increase this 
capacity to 37,000 MW. The corresponding figures for 
the Soviet Union are 10,500 MW in 1980 and 90,000 MW 
in 1990. During 1981-1985 the increment in the Soviet 
Union will be 24,000-25,000 MW.22° A multilateral 
agreement provides for the production of equipment for 
atomic power plants in the framework of ‘“‘Interatomin- 
strument” — an international organization of CMEA 
countries. In solving CMEA countries’ energy prob- 
lems, increased deliveries of natural gas by means of gas 
pipelines from Siberia will also play an important role. 

The solution of energy problems is closely linked with 
the introduction of energy-saving machinery and tech- 
nologies. This includes application of low energy- 
intensive and waste-free technologies, replacement and 
modernization of outdated equipment, utilization of 
secondary sources of energy and low-potential heat. 

Developments in 1982 and plans for 1983 show increased 
attention to energy problems in all the countries of the 
region. In some of them it was explicitly stated that 
energ is among the most important problems to be resol- 
ved.*>7 In Bulgaria, electricity production increased by 
9.4 per cent and coal extraction by 8.5 per cent in 1982. 
Production of electricity and heating is to increase by 5.2 
per cent in 1983 - a rate of growth above the average 
growth rate for industry as a whole (4.8 per cent). The 
planned increase in electricity and heating production 
will come mainly from nuclear power stations and from 
thermal power stations based on local coal. 

In Czechoslovakia, extraction of coal in 1982 reached 
124.6 million tonnes, 1.4 per cent more than in 1981 and 
0.5 per cent above the annual plan for 1982. Production 
of electricity rose by 1.6 per cent to 74.7 billion kWh. 
Plans for 1983 call for coal extraction at the same level as 
in 1982. Electricity generation is to rise by | per cent. 
The period of thermal power station construction is 
finished, and the bulk of further increases in electricity 
generation will come from nuclear power stations. 
Primary energy consumption is planned at the 1980 
level. Savings of fuels and energy are to rise to 2.5 
million tonnes of coal equivalent annually. A new 
system of public checks on fuel and energy consumption 
has been decided to ensure the greatest possible economy 
in use. 


236 Svét hospodarstvi, No. 98, 19 August 1982, p.1. 

237 “Strains in the energy balance are one of the most serious aspects 
of economic development, where real conditions have proved to be 
substantially more demanding than our original assumptions”. S. 
Potaé: “Hlavni ukoly hospodarského a socialniho rozvoje na rok 1983” 
(Main targets of economic and social development in 1983), Planované 
hospodarstvi, No. 1, 1983, p.2. 


In the German Democratic Republic, coal extraction in 
1982 increased by 3.5 per cent to 276 million tonnes. 
Electricity generation increased by 2.2 per cent. In spite 
of this increase in indigenous energy production, total 
primary energy consumption remained at the same level 
as in 1980 — mainly due to a 10 per cent decrease in oil 
imports from the Soviet Union. The German Democrat- 
ic Republic introduced measures to reduce oil consump- 
tion for heating and in public transport in order to make 
available oil for chemical industry processing. Plans for 
1983 envisage а 3.7 per cent growth of commodity 
production by the Ministry of Coal and Energy. Further 
measures will be introduced to save fuel and energy, 
specifically to reduce consumption of energy per unit of 
output by 4.2 per cent. Coal extraction in 1983 is to 
increase by 0.7 per cent to 278 million tonnes and 
electricity production by 2.6 per cent to 105.5 billion 
kWh. 

In Hungary, the mining industry?** recorded а 1.4 рег 
cent increase in output compared with 1981, after 
declines in production in 1980 and 1981. However, the 
volume of output in this branch is still below its 1977 
level. Electricity and heating output declined by 0.6 per 
cent over 1981 after good performance in the preceding 
two years (3.3 per cent and 3.4 per cent in 1980 and 1981 
respectively). Restrictions on imports of energy necessi- 
tated strict energy saving measures. Plans for 1983 call 
for coal extraction of 26 million tonnes — the same level as 
in 1980, and oil production of 2 million tonnes — also as in 
preceding years. Natural gas production of 6.8 billion 
cu.m. is expected to be 13.3 per cent higher than attained 
in 1981. It is envisaged that, as in Czechoslovakia and 
the German Democratic Republic, total energy con- 
sumption in 1983 will remain constant. 

In Poland, hard coal production results in 1982 
improved notably. Some 189.3 million tonnes of hard 
coal were extracted — about 26 million tonnes (16 рег 
cent) more than in 1981. The plan for 1983 sets a hard 
coal extraction target at the 1982 output level, while 
electricity production will increase by 3.9 per cent. 
Almost 14 per cent of total investments should be 
allocated to the fuel and energy industry. 

In Romania, electricity generation in 1982 decreased 
by 1.7 per cent, coal extraction increased by 2.7 per cent, 
oil production by 0.8 per cent and gas production 
decreased by 7.4 per cent. Some shortfalls in energy 
supplies were mentioned in connection with the evalua- 
tion of economic performance in 1982. The plan for 1983 
assumes the extraction of 52 million tonnes of coal — 37.2 
per cent more than in 1982. Oil production is targeted at 
13.5 million tonnes (15.4 per cent more than in 1982). 
Natural gas production and electricity generation targets 
are 33 billion cu.m., and 76.8 billion kWh which 
represent rises of 1.5 per cent and 11.5 per cent, 
respectively, over 1982. 

In the Soviet Union, performance in the energy sector 
improved in 1982. Natural gas production increased by 
8 per cent, coal extraction by 2 per cent and electricity 
generation by 3 per cent. Demanding production targets 
were included in the plan for 1983. Coal extraction is to 
reach 723 million tonnes — some 0.3 per cent higher than 
in 1982. New pits and opencast mines will be put into 
operation mainly in Siberia and the Far East. It is 
planned to extract 619 million tonnes of oil and gas 
condensate, | per cent more than in 1982; some 60 per 
cent of this is expected from western Siberia. Natural 
gas production is planned to reach 529 billion cu.m. or 
5.6 per cent more than in 1982. Work on the Urengoy — 
Uzhgorod gas export pipeline is to be completed in the 
last quarter of 1983 and is expected to come into 


238 Including coal, oil, gas, bauxite and other ore extraction. 
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operation in 1984. Electricity generation is targeted a 
1,405 billion kWh — ап м - of 3.3 per gent ie 
1982. Two-thirds of the planned increase is expected 
from nuclear and hydro-power stations. As regards 
thermal stations, priority will be given to projects in 
Siberia, Kazakhstan and the Far East. 


3.3(iv) Industrial branch developments 


Industrial branch developments in the first two years 
of the five-year plan period for 1981-1985 were affected 
by various factors both on the supply and on the demand 
sides. On the supply side, decelerating trends in 
domestic production of energy. and raw materials, 
together with the limited possibilities for obtaining 
imported substitutes, contributed to the slowdown 
registered in such energy and material intensive 
branches as metallurgy and chemicals. 

In metallurgy a decline relative to growth rates in 
1976-1980 was recorded in all the countries of the region 
except Bulgaria and the German Democratic Republic 
in 1981 (table 3.3.8). The stress was laid on raising the 
share of high quality steel in total output and broadening 
the size and specification ranges of rolled products. 

Expansion of the chemical industry was affected mainly 
by oil extraction performance and lower imports, and a 
declining trend in the rate of growth of output was 
recorded in 1981 and 1982 in all east European 
countries. Only in the Soviet Union did the growth rates 
of chemical production rise above the average for 
industry as a whole. 

Structural changes envisaged or implemented within 
the branch were given priority over expansion in the 
volume of output. A general trend is apparent to 
increase the manufacture of plastics and synthetic resins, 
chemical fibres, pharmaceuticals and cosmetics. For 
1983, only Bulgaria, Romania and the Soviet Union 
expect chemical output to grow at rates higher than 
industry as a whole. 

Engineering remains among the fastest growing indus- 
trial branches, reflecting its role as the most important 
source of machinery and equipment required for 
technical innovation (table 3.3.9). During 1981 and 1982 
engineering maintained its leading position in all the 
centrally planned economies. Nevertheless, a slowdown 
in growth rates against 1976-1980 occurred in all 
countries but the German Democratic Republic and 
Hungary. The pattern of demand contributed to these 
trends — notably declines in investment and diminished 
export possibilities. The five-year plans for 1981-1985 
laid down faster growth rates for engineering than for 
industry as a whole (table 3.3.8) and this is confirmed in 
the plans for 1983. A considerable role in the expansion 
of engineering is expected to be played by international 
co-operation, notably among CMEA countries. It was 
decided to broaden co-operation in electronics — in 
particular in the production and application of micro- 
processors, communications and electronic equipment. 
Attention is to be devoted to the re-tooling of the national 
economies. The production of resource-saving machines 
and equipment and closer co-operation in producing 
micro-processors, industrial robots and components for 
computer systems has been launched. Programmes for 
the development of energy equipment — notably, equip- 
ment for atomic power stations, automatic pumps for gas 
transportation, etc. have already been implemented. 

Development of the /ight and the food industries in the 
course of 1981 and 1982 was characterized by consider- 
able variation among individual countries of the region 
(table 3.3.8). This reflected uneven agricultural output 
performance and different possibilities of importing the 


necessary raw and other material inputs. The five-year 
plans for 1981-1985 call for growth rates in closer 
correspondence with increases in agricultural produc- 
tion, and in conformity with policies towards a higher 
degree of domestic self-sufficiency. A long-term target- 
oriented programme of international (intra-CMEA) co- 
operation in this field has been agreed. It is based on a 
broadening of consumer-goods trade among CMEA 
member countries. Improvements are envisaged in the 
quality of products and in the assortment of consumer- 
goods production. 

The tendency towards faster growth rates of producer 
goods which prevailed up to the late 1970s has been 
modified in 1981 in favour of the production of consumer 
goods. This reflects the increasing attention paid to 
satisfying consumer demand. The growth rates of the 
production of consumer goods in 1981 are thus in some 
countries approaching and even exceeding growth rates 
of the producer goods sector (table 3.3.10). The shift in 
the distribution of national income in favour of 
consumption, together with the savings envisaged in the 
sphere of intermediate consumption, will probably 
intensify this tendency in the future. 


3.3(v) Main characteristics of industrial development by 


country 


Industrial policy in Bulgaria in 1981-1985 is centred 
upon maintaining a relatively high rate of industrial 
growth. The target of 5.1 per cent is quite high in 
conditions of limited material supplies — particularly 
energy — the deteriorating terms of trade and labour 
scarcity. Priority development is envisaged for engineer- 
ing and chemicals (average annual increases of 8.5 per 
cent and 7.7 per cent respectively). 

This industrial growth strategy was largely maintained 
in the course of the first two years of the five-year plan 
period. Industrial growth recorded annual increases of 
4.8 per cent in 1981 and 4.6 per cent in 1982, which were 
the highest in the region. Above-average growth rates in 
1982 were realized in engineering (8.7 per cent) and 
electricity and heating (6.6 per cent). Planned produc- 
tion targets were not met in the chemical industry (1.3 
per cent actual increase against a planned 7.7 per cent) 
and in ferrous metallurgy (a 2.4 per cent actual increase 
against a planned 5.4 per cent). 

According to national sources, material consumption 
in industry was reduced by more than planned. 
Industrial labour productivity increased by 3.8 per cent. 
Its share in the growth of industrial output reached 78 per 
cent — а marked increase compared with preceding years 
(table 3.3.4). 

The plan for 1983 provides for the maintenance of 
industrial production growth at approximately the rates 
achieved in the two preceding years — 4.8 per cent, which 
is slightly below the average projected for 1981-1985. In 
accordance with industrial strategy for 1981-1985, high 
priority in 1983 is given to chemical industry and 
engineering (increases of 9.7 per cent and 9.1 per cent 
respectively). Production of electricity is to grow by 5.2 
per cent, ferrous metallurgy by 6.3 per cent, light 
industries by 3.6 per cent and food-processing by 4.5 per 
cent. 

Considerable attention is devoted to scientific and 
technical progress. Programmes for automation, the 
introduction of electronics and more effective utilization 
of material resources were elaborated. In non-ferrous 
metallurgy, new technologies are to be introduced for the 
complex use of raw materials and the expansion of local 
raw material sources. High rates of growth are laid down 
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TABLE 3.3.8 


Gross output by major branches 
(Annual percentage change) 
ee ee ee ee ee ee oe 
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Sources: As for table 3.3.1. 
* Including wood processing, pulp and paper. 


TABLE 3.3.9 


Structure of industrial production by major branches 
(Percentage share) 
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TABLE 3.3.9 (CONTINUED) 
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Source: СМЕА statistical yearbooks. 
Мое: State and co-operative industries only. 
* Excluding non-ferrous metallurgy. 
TABLE 3.3.10 
Producer (A) and consumer (B) goods parts of industrial output 
(Percentage shares) 
1975 1980 1981 
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Source : Statisticheski ezhegodnik stran — chlenov SEV (CMEA statistical yearbook), Moscow, Finansy i statistika, 1982, р.61. 


for the production of robots, industrial handling machin- 
ery, automated technology modules, and improved 
Sec ac components and installations for complete 
plant. 

In Czechoslovakia, industrial policy in 1982 was 
oriented towards balanced growth. Moderate growth 
targets were announced, together with plans to achieve 
savings in energy and material inputs, and structural 
changes and innovations which do not depend on large- 
scale capital investments. These were accompanied by 
stricter currency regulations governing imports. Judging 
by the plan fulfilment report, this policy was realistic. 
Gross industrial output increased by 1 per cent in 1982, 
slightly higher than the plan target of 0.6 per cent. The 
moderation of industrial expansion was associated with 
the more limited supply of energy and other material 
inputs, and a policy orientation of decreasing external 
indebtedness. The total consumption of fuel and energy 
in 1982 in fact fell below the level of 1981, while oil 


imports were reduced by 10 per cent. Some interruptions 
were reported in supplies of imported raw and other 
materials, machinery and spare parts. 

Important structural changes took place within indus- 
try. In accordance with planned targets, higher rates of 
growth were reached in the manufacturing industries, 
notably those based on domestic raw materials. Slower 
growth was particularly noticeable in branches which are 
highly energy-or import-intensive. The fastest rate of 
growth was recorded in electrical engineering (4.8 per 
cent), followed by the pulp and paper industry (4 per 
cent), wood-processing (3.5 per cent) and engineering 
(2.9 per cent). In contrast, gross industrial output in the 
chemical industry fell some 0.3 per cent below the 1981 
level. Absolute falls in output were also reported in the 
metallurgical industry (0.4 per cent), the production of 
construction materials (1.5 per cent) and in food- 
processing (0.8 per cent). 

Positive results were reported for energy and metal 
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savings. Reductions in the cost of production and 
increased profitability were also achieved. Performance 
criteria introduced by the “Set of Measures for Improv- 
ing the System of Planned Management of the National 
Economy” played an important role in this respect. 
Nevertheless, it was officially stated that the transition 
towards a more intensive type of development is still slow 
and insufficient.?°9 

Plans for 1983 envisage an acceleration of industrial 
growth to 2.4 per cent — significantly higher than the 1 
per cent increase in 1982. Structural! change is required 
due to continued scarcity of energy and material supplies 
and also by changes in demand. Production of branches 
included in the state target-oriented programmes to 
which high priority is given are to increase in 1983 by 14 
per cent. Production on the basis of foreign licences is to 
be speeded up. Further retrenchment is assumed in the 
energy-intensive branches — metallurgy, chemicals and 
construction materials. Hence engineering is planned to 
occupy the key position in industrial development with a 
planned increase of 4.8 per cent (7.4 per cent in electrical 
engineering). Wood-processing is to grow by 4.7 per cent 
and food-processing by 2.4 per cent. However, light 
industry output is targeted at only 1.4 per cent, electricity 
at | per cent and chemicals at 0.8 per cent. 

In the German Democratic Republic industrial produc- 
tion measured in terms of “commodity production” 
(marketable production) increased in 1982 by 3.2 per 
cent (industrial output under the industrial ministries 
rose by 4.3 per cent). This represents a slowdown in 
industrial growth rates in comparison with the 5 per cent 
average annual increase recorded in 1976-1980 and the 
4.7 per cent increase in 1981. Nevertheless, the German 
Democratic Republic and Bulgaria are the only east 
European countries where industrial growth rates in 
recent years remained at a relatively high level. 

In 1982 the output targets set for industrial ministries 
were achieved. Plans for industrial commodity produc- 
tion were fulfilled in 130 out of a total of 133 Kombinate. 

Important changes in the pattern of growth came 
about as a result of the higher-than-average growth of 
engineering and electronics. In particular, the output of 
industrial robots doubled compared with 1981. The 
production of numerically controlled machine tools 
increased by 33 per cent and output of micro-electronic 
components by 29 per cent in accordance with the 
priorities laid down in the five-year plan for 1981-1985. 

As in 1981, industrial expansion was based on low 
consumption of fuels, energy and raw and other 
materials. The volume of such inputs per unit of output 
fell by 6 per cent. Total material costs per unit of 
commodity production fell by 2.6 per cent and net 
industrial production in the sphere of industrial minis- 
tries rose by 5 per cent against a 4.3 per cent increase in 
gross industrial production. Important results were 
achieved in the recycling of secondary raw materials. 
More than 10 per cent of the country’s consumption of 
industrial raw materials was covered from this source. 
Industrial labour productivity in enterprises under the 
industrial ministries rose by 3.6 per cent and over 80 per 
cent of industrial growth was accounted for by the 
growth in labour productivity. Hence, industrial growth 
in the German Democratic Republic has been largely 
achieved by an intensification of economic develop- 
ment. Greater efficiency was achieved notably through 
the reductions in the unit costs of energy and material 
inputs. 

The plan for 1983 assumes an industrial growth rate of 
3.8 per cent — 0.6 of a percentage point above the rate 


_ 239 See 5. Potaé “Main targets of economic and social development 
in 1983”, Planované hospodafstvi, No. 1, 1983, р.2. 


attained in 1982. Marketable output produced by 
enterprises subordinated to the industrial ministries will 
rise by 4.5 per cent and labour productivity by 4 per cent. 
According to national sources, the German Democratic 
Republic will continue to promote offensive growth 
strategy and will strive for high rates of output and 
productivity growth.?4° Published figures on marketable 
output growth by ministries show that the priority given 
to electrical engineering and electronics will continue 
(table 3.3.11). A further slowdown is envisaged for the 
metallurgical, chemical and food-processing branches. 
In accordance with the long-term strategy of achieving 
greater productive efficiency, the intensive factors 
determining industrial growth are again stressed. In this 
area, the plan lays down further reductions in energy, 
raw and other material inputs per unit of output. In 
particular, energy consumption per unit of output is to be 
reduced by 4.2 per cent. The corresponding figure for 
rolled steel in metallurgy is a reduction of 10 per cent, and 
for cement in construction a reduction of 8 per cent. 
Total costs per unit of marketable production are to 
decrease by 2.9 per cent, within which material costs are 
to fall by 3.2 per cent. Output of some major industrial 
products is shown in table 3.3.12. 

Industrial policy in Hungary in 1982 was subordinated 
to the objective of balanced economic growth, in 
particular with regard to improvement in the foreign 
trade balance. Production levels were to be reached with 
a decreasing labour supply, labour productivity growing 
faster than output. The envisaged industrial output 
growth targets nevertheless were not attained in recent 
years, as the pace of industrial growth was affected by 
some constraining factors such as diminished invest- 
ments, cuts in energy (tables 3.3.13 and 3.3.14) and raw 
materials imports, and reduced export prospects due to 
low demand in foreign markets. In 1982 gross industrial 
output increased by 2 per cent compared with plan 
targets of 2—2.5 рег cent. Both plan and performance in 
1982 were thus lower than the 2.8 per cent increase 
achieved in 1981. The leading industrial branches in 
order of output growth performance in 1982 were the 
food industry (4.4 per cent increase), and engineering 


TABLE 3.3.11 


Planned growth of commodity output by industrial ministries 
(Annual percentage change) 


1981 1982 1983 

тои зу ола се ры. — cues sete are DS) 4.6 4.5 
СоаЦаюКепегрую то LO 9:7 Эй 
Ore mining, metallurgy and potash 5.8 33 2.6 
Chemical industry зы alegos 6.0 83 
Electrotechnical engineering and 

electronics See roe ee oe tet! 8.5 
Heavy engineering and complete 

ЕЕ оо во обо 09 55 See? 
Machine tools and metal-working 

machinery ear Stiinta: В Oil 8.7 8.4 
General and agricultural engineering 

and vehicles AS. CROMER 08 6.7 Sul 
Light industry OT во. аи SE40) 3:7 3.1 
(01855 аа! сегапиюз в. в aun bene 4.2 paz 
Food processing and local industry 516.2. 4.6 3.7 


мЖжШБЫЫыььБвБььБьББ -<\Kxxvx_—_——————————— 


Source: National plans 


240 E. Honecker, Closing speech to the 4th Session of the Central 
Committee of the Socialist Unity Party of Germany, 4. Tagung des 


a ami der SED, 23./24.6. 1982, Dietz Verlag, Berlin 1982, p. 
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(3.7 per cent). Below-average growth rates were record- 
ed by the chemical industry (1.8 per cent), mining (1.4 
per cent), construction materials (0.9 per cent) and 
metallurgy (0.8 per cent). Absolute declines in produc- 
tion compared with 1981 were registered in electricity 
and heating (0.6 per cent) and light industry (1.6 per 
cent). The declining trend in industrial employment 
continued in 1982 with a further fall of 2 per cent. 
Labour productivity rose at a rate exceeding that of the 
growth of output (by 4.1 per cent). Industrial deliveries 
for export increased by 4.8 per cent, reflecting the policy 
of promoting export-oriented production. On the other 
hand industrial deliveries for investment substantially 
decreased (by 6.9 per cent) in response to a restrictive 
investment climate. 

The plan for 1983 envisages а 1-2 per cent increase in 
industrial production, which is below the five-year plan 
target of 3.5—4 per cent average annual growth. The 
range of the industrial output targets reflects a flexible 
approach of the country to economic development in 
1983. It seems unlikely however that the general 
conditions for industrial development will change sub- 
stantially relative to 1982. Industrial employment is 
expected to decline further. Imports and total energy 
consumption will be held at their 1982 levels. No new 
large-scale state-sponsored investments will be begun in 
1983. Expansion of industrial production will be 
directed where possible to exports. Industrial policy 
stresses higher efficiency of production, particularly in 
the field of material inputs, by speeding up energy saving 
and rationalization programmes. It is hoped to improve 
the foreign trade balance by more competitive produc- 
tion and an increased export sales effort. 

The year 1982 was considered in Poland as one of 
gradual consolidation. Accordingly, it was expected that 
the steep decline in industrial output levels would be 
arrested, and even that an upward trend in industrial 


production would occur. The main objective was to 
increase coal extraction, energy production, processed 
food output and production for export in general. 
Though targets were not achieved, some degree of 
stabilization did occur in the course of 1982. Thus in the 
first half of 1982 sales of industrial production decreased 
by 7.8 per cent compared with the same period of 1981. 
But in the second half industrial performance improved. 
From August onward, a gradual but progressive increase 
in production compared with the same period of 1981 
was recorded. Though for 1982 as a whole a 6 per cent 
decrease in net industrial output was reported, this 
represented an improvement relative to the 10.5 per cent 
decline in gross industrial production recorded in 1981. 
Industrial production was greatly handicapped by 
material supply shortages — notably those arising from 
the fall in imports from the developed market econo- 
mies. A substantial drop in imports of spare parts caused 
under-utilization of much machinery and equipment 
which had originally been imported or built in Poland 
under licence. 

In 1982 coal extraction amounted to 226.9 million 
tonnes — a 14.2 per cent increase over the corresponding 
period of 1981. Increases in the production of electricity, 
electrolytic copper, tractors, nitrogen fertilizers, cement 
and paper were recorded. However, the decline contin- 
ued in the production of natural gas, zinc, aluminium, 
coke, passenger cars, phosphoric fertilizers and refined 
oil. Labour productivity in socialized industry (sales per 
employee) increased by 4 per cent due to a further 
decrease in industrial employment. 

The plan for 1983 is based on proposals contained in 
the national socio-economic plan for 1983-1985. Ап 
increase in industrial production is considered as a basic 
prerequisite for the successful implementation of the 
basic objectives for 1983. Industry is to maintain and 
promote the rising trend which started in the second half 


TABLE 3.3.12 


Output of some major industrial products 


Crude Natural Steel 
Electricity Coal oil gas Steel pipes Motor cars (thousands) 
(billions (millions (millions (billions (millions (millions Tractors Refrigerators 
of kWh) of tons) of tons) of М3) of tons) of tons) Passenger Trucks Buses (thousands) (thousands) 
Bulgaria 
1979 eee 32.5 28.2 — 0.1 2.5 0.2 15.0 = 1.9 5.9 82 
1980 MnP 34:8 30.2 — 0.2 2.6 0.2 15.4 = 2.1 6.8 96 
1981 as 37.0 29.2 — 0.1 I) 0.3 15.0 = 2.1 6.6 126 
1982 зы cma 40:4 3157 — в 2.6 a oe —- 
Czechoslovakia 
1979 ede. 11681 124.7 0.1 0.8 14.8 №5 182 43.2 3.0 35.4 370 
1980 ИА ВОЛИ] 123.1 0.1 0.6 15.2 1.5 184 45.7 Bi 33.4 353 
1981 5 SF eT 122.8 0.1 0.7 165) 1:5 181 45.9 2.6 82] 380 
1982 мет д] 124.6 “ts oie 15.0 те 173 47.3 ae 335 383 
German Dem. Rep. 

Tiss : - -. 96:8 256.1 -- — 7.0 0.7 171 36.7 Rey) — 613 
1980 PELE 258.1 —- — KS 0.7 177 37.0 2.9 — 637 
1981 A OOS 266.7 — — Ve) 0.7 180 39.4 3.0 — 655 
1982 Ju. ere 1029 276.0 — — oe bee nC Bc ik — 701 

Н 

e979 Lt be 245 25.7 2.0 6.5 3.9 0.3 —- 1.0 13.4 0.1 459 
1980 IR oem ele 251 2.0 6.1 3.8 0.3 — 0.2 12.4 0.1 499 
1981 eae yee ete 25.9 2.0 6.0 3.6 0.3 == — 11.1 0.2 504 
1982 а we и aha == — ee 

aires rn tp 5 239.1 0.3 6.9 19.2 1.1 350 Sill 13.5 54.2 765 
1980 pee, 12119 230.0 0.3 6.0 19.5 1.1 351 58.7 13 Se 694 
1981 a 3115:0 198.6 0.3 5.7 15.7 1.0 240 37.5 11.2 50.5 553 
1982 a eS 226.9 0.3 BS) 14.5 229 37.8 Я 53.0 509 
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TABLE 3.3.12 (CONTINUED) 


ее, 


ее a Steel ras Motor cars (thousands) 
ЕН м ou i oie i Tractors Refrigerators 
illic ili ‘millions ‘millions 
Tae wl pron ee 3) йе tons) tons) Passenger Trucks Buses (thousands) (thousands) 
Е ЕЕ ЕЕ ЕЕ 
nia 
Е 64.9 32.8 12.3 32.3 12.9 1.5 ПЭ 33.9 3.8 62.5 446 
1980 67.5 35.2 11.5 33.3 13.2 1.5 88.2 Sey; 4.1 70.9 376 
1981 70.1 36.9 11.6 35:1 13.0 1.4 91.9 68.1 490 
1982 68.9 37.9 11.7 32.5 13.0 1.4 89.0 80.0 
jet Union 
Sr ors 1 238 657.6 585.6 378.9 149.1 18.2 1314 780 79.2 557 5953 
1980 1 294 652.9 603.2 405.6 147.9 18.2 1 327 787 85.2 555 5925 
1981 1326 637.8 608.8 433.6 148.4 18.3 1 324 787 86.9 558 5 933 
1982 1 366 650.5“ 613.0 501.0 147.0 17.9 1 307 780 85.7 5 809 
Mineral 
fertilisers Plastic Pulp Paper 
(thousands and Chemical (thousands and , 
Television of tons resins fibres Cement of tons cardboard Fabrics Meat Sugar 
sets nutrient (thousands (thousands (millions dry (thousands (millions (thousands (thousands 
(thousands content) of tons) of tons) of tons) matter) of tons) of М?) of tons) of tons) 
Bulgaria 
1979 82 686 200 92 5.4 196 381.7 451 478 385 
1980 91 653 В) 96 5.4 190 395.1 458 462 341 
1981 112 710 310 101 5.4 196 426.4 474 475 405 
1982 . 5.6 . 489 
Czechoslovakia 
1979 450 1 198 853 152 10.3 587 1 146 886 1119 919 
1980 389 1 233 894 165 10.5 584 1 186 908 1 140 779 
1981 398 1139 913 169 10.6 586 1202 929 1 149 777 
1982 ar 956 180 i 1 236* У 
German Dem. Rep. 
1979 584 4 681 779 292 12.3 495 221 739 1 498 792 
1980 578 4735 861 293 12.4 514 1 242 749 1 550 733 
1981 619 4787 998 303 12.2 506 1 258 755 1 601 818 
1982 3 
Hungary 
1979 421 1 043 294 27 4.9 38.4 436.7 472 752 498 
1980 417 1 045 328 29 4.7 29.8 440.4 450 779 468 
1981 424 1112 312 29 4.6 31.8 457.6 439 781 490 
1982 ag a ue 
Poland 
1979 915 2417 467 245 19.2 494 1 248 1 506 2 560 1 586 
1980 900 2 238 576 256 18.4 526 1277 1 499 2 460 1 067 
1981 764 2 242 502 205 14.2 465 1124 1318 1 856 1 685 
1982 576 2 283 438 201 16.0 1 181 1 849 1 840 
Romania 
1979 574 2 522 516 144 14.7 597 846 1020 1 104 525 
1980 541 2451 579 152 14.6 588 847 1085 1 071 509 
1981 498 2640 584 145 13.8 855 1 076 1 052 609 
1982 412 2 700 we ee 1 096 600 
Soviet Union 
1979 ИРИ 22 137 2911 1 100 123 5 108 8 729 10 389 8 919 10 647 
1980 7 528 24 767 3 028 1 176 125 5 192 8 733 10 418 8 524 10 127 
1981 8 190 25 998 3 404 0213 127 УЗ 8 954 10 529 8 653 9 491 
1982 8 300 26 700 4 100 1200 124 11 000 12 100 


Sources: СМЕА statistical yearbooks, plan-fulfilment reports. 
° Based on the methodology of CMEA. 


of 1982. It is envisaged that structural changes will bring 
about faster adjustment of industrial output to changes in 
demand entailed by the priority objectives of the plans 
and which will align final output more closely with the 
limitations imposed on the availability of production 
factors — notably material input supplies and imports 
from the developed market economies. 

The plan assumes industrial growth of 4 per cent. Coal 
extraction is to remain at the previous year’s level. 
Above-average growth is planned for the chemical 
industry (almost 7 per cent), timber and pulp (9 per cent) 


and light industry (5.5 per cent). Production of machin- 
ery and equipment for agriculture is to rise by about 15 
per cent. The envisaged 4 per cent growth of industrial 
output 1$ to be accompanied by a 1.8 per cent increase in 
raw and other material inputs. To encourage rational 
and effective utilization of existing resources, both 
central distribution mechanism and economic levers 
(notably prices) will be used. Operational programmes 
will be fewer than in 1982 and will lay down material 
supply priorities. 

Industrial strategy for 1981-1985 in Romania is aimed 
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TABLE 3.3.13 


Electricity production, consumption and generating capacity 


ee 


Volume 


in 1980 
ee ee 


Bulgaria 

Electricity production 35 
Electricity consumption 38 
Generating capacity 8 197 
Czechoslovakia 

Electricity production 72 
Electricity consumption 74 
Generating capacity 16 626 
German Democratic Republic 

Electricity production 98 
Electricity consumption 100 
Generating capacity 20 454 
Hungary 

Electricity production 23 
Electricity consumption 34 
Generating capacity 5 407 
Poland 

Electricity production 121 
Electricity consumption 121 
Generating capacity 25 292 
Romania 

Electricity production 67 
Electricity consumption 63 
Generating capacity 16 109 
Soviet Union 

Electricity production 1 294 
Electricity consumption 1 274 
Generating capacity 266 757 


Annual average percentage change 


1976-1980 1979 1980 1981 


5) 6.7 3,2 9.2 4.1 
ll 5.9 os vs és 
3.0 1.1 DS 10.5 
aif 4.2 — 1.4 6.8 re 
55) 3.3 = 1:5 4.4 1.5 
4.1 1.7 1.7 Uo 
8 3.2 0.9 2.0 1.9 
3 3.5 0.8 Del 1.9 
39 3.0 5.2 4.5 
9 Bel —4.1 —2.6 1.7 
ый 4.9 72-5) 0.7 3.0 
4.7 —5.4 3h Il le 
9 4.7 1.6 3.7 55) 
ai) 4.7 1.6 4.0 =>. 
4.8 4.0 2.0 0.9 
. 4.7 Е 3.9 4.0 
8 6.3 2.4 6.0 25) 
6.8 10.3 3.2 Sal 
4.5 3.0 4.5 2.5 
4.4 2.8 4.3 2.4 
4.2 4.0 4.5 Stl 


Sources: CMEA statistical yearbooks, and national statistics. 


Мое: Electricity production and consumption in billions of kWh, generating capacity in MW. 


at the achievement of rapid industrial growth (a 7.6 per 
cent planned average annual increase). This is expected 
to be achieved on the basis of higher efficiency in the 
utilization of production resources, particularly energy, 
raw and other materials. Ambitious production targets 
were set for the main industrial branches.?*! Plan 
fulfilment in the first two years of the five-year plan 
period is substantially behind expectations. Marketable 
industrial production rose by 2.6 per cent in 1981 and by 
1.1 per cent in 1982. Among the causes of this steep 
slowdown in industrial growth were balance-of-pay- 
ments problems including import constraints and fluctu- 
ations in agricultural output. Difficulties were also 
reported in ensuring supplies of energy, raw and other 
material inputs. 

The plan for 1983 envisages a revival of industrial 
growth. Marketable industrial production is expected to 
increase by 6.6 per cent and net industrial output by 8 per 
cent (rather ambitious targets compared with the 
previous year’s performance and constraints which will 
probably continue this year). An important role in 
economic development is given to the energy sectors 
(sub-section (iii) above). A rather high increase in 
production is also planned for metallurgy and chemicals. 
Consumer goods production (light and food industry 
output) will rise by 7.9 per cent. Special programmes to 
achieve better utilization of raw materials in light 
industry and improved quality of products were intro- 
duced. A priority programme has been drawn up for the 
development and production of robots, particularly those 


241 See Economic Survey of Europe in 1981, UN, New York 1982, 
p.228. 


which will replace man in the processes entailing 
difficult working conditions. Industrial policy for 1983 
specially stresses the enlargement of the country’s own 
raw material and energy base, the promotion of 
conservation policies and better utilization of all produc- 
tion resources. In the remaining three years of the 
current five-year plan, accelerated industrial growth is 
expected to take place on the basis of more intensive 
development and increased efficiency. 

Gross industrial output in the Soviet Union grew at an 
average annual rate of 4.5 per cent during 1976-1980. 
The five-year plan for 1981-1985 sets a slightly higher 
target rate of overall industrial growth (4.7 per cent). In 
the first year of the five-year plan, gross industrial 
production rose at a rate of 3.4 per cent. The rate of 
growth of consumer goods output exceeded that of 
producer goods. Gross industrial output in 1982 in- 
creased by 2.8 per cent and was below the original annual 
plan target but on the level of the revised annual 
industrial growth rate target.2+? Gross output increased 
by 3 per cent in electricity, 2 per cent in fuels, 0.9 per cent 
in metallurgy, 3 per cent in chemicals, 5 per cent in 
engineering, 3 per cent in wood-processing, pulp and 
paper and 0.9 per cent in construction materials, 0.2 per 
cent in light industries and 4 per cent in food industry. 
As envisaged by the plan, branches contributing directly 
to technical progress (engineering and chemicals) devel- 
oped at above-average rates. Growth of production of 
consumer goods was slightly higher than that of producer 


242 Adjustment of the annual plan is implied in the plan fulfilment 
report, in which it was stated: “Accurate (utochneny) annual plan in 
respect of volume of sales was fulfilled”. Pravda, 23 January 1983. 
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TABLE 3.3.14 


Production (A), net imports (B) and apparent consumption (C) of main forms of energy 


1979 


A B Cc 


a aa le reece en Pet ne a ee 


Bulgaria 
Coal (millions of tons) 
Oil and oil products 
(thousands of tons) . . . — 
Natural gas (thousands of М3) 137 


28.2 


Electricity (billions of kWh) 32.5 
Czechoslovakia р 

Coal : oe 124.7 —0.4 124.3 

Oil and oil products 109 19 443 19 552 

Naturalgas . : 2. . | 851 7 280 8 131 

Electricity 68.1 3.4 TAGS 
German Democratic Republic 

Coal Pa eee eee 256 9.8 265.8 

Oil and oil products . . . — 20 6942 20 6942 

Natural gas ..... . — 4 330 4 330 

Electricity 96.8 1.3 98.1 
Hungary 

Coal Pens 25.7 2.1 27.8 

Oil and oil products 2 028 8 639 10 667 

Natural gas 6 521 2 487 9 008 

Electricity 24.5 1.8 26.3 
Poland 

‘Coal re, i. te soa 239.1 — 44.4 194.7 

Oil and oil products? . 331 16 608 16 939 

Natural gas 7 335 3 983 11 318 

Electricity 117.5 0.4 117.1 
Romania 

Coal we oa ec: 34.9 3.8 38.7 

Oil and oil products 12 323 6 903 19 226 

Natural gas 27 189 — 200 26 989 

Electricity 64.9 — 27.4 37.5 
Soviet Union 

Coal in ek at 658 

Oil and oil products 585571 

Natural gas 378 935 ay ae 

Electricity 1238" —15.4 1 222.6 


30.2 7.2 37.4 30.6 5.1 35.7 
190 - и 137 и № 
35.5 3.9 39.4 37.0 3.5 40.5 
123.1 0.1 — 1230 122.8 —0.6 122.2 
9% 18258 18351 3% 18146 — 18235 
626 8283 — 8909 662 8 530 9192 
727 18 74.5 73.5 22 15.7 
258 10 268 267 5.0 272 
= 21876 21876 oes 227342 — 22734 
x 6430 — 6430 > 6265 — 6265 
98.8 1.5. 003 100.7 17 102.4 
25.7 3.6 29.3 25.9 1.6 27.5 
2031 9275 1! 306 2024 7394 9418 
6127 4045 — 10172 6011 3829 9840 
23.9 10.2 34.1 243 10.6 34.9 
20 -299 200.1 (okies 156 183.0 
39 16347 16676 315 13510 — 13825 
6329 5312 11641 6172 52 11 433 
121.9 —02 121.7 115.0 0.0 115.0 
37.8 3.9 41.7 39.6 3.9 43.5 
11511 6787 18298 11644 4791 16435 
28 156 —201 27955 29262 200 29062 
67.5 —77 59.8 70.1 —76 62.5 
653 638 
603 207 608 820 
405 608 if $ 433 609 if a 
1294 -199 1274 136 202 1305.8 


Sources: СМЕА statistical yearbooks and national statistics. Due to differences in coverage and definitions, figures may differ from national statistics. 
Note: Apparent consumption of main forms of energy equals production plus imports and minus exports. 


* Oil only. 


goods production. Labour productivity in industry rose 
by 2.1 per cent and accounted for 75 per cent of industrial 
growth. With regard to quality indicators, more than 15 
per cent of goods produced were accorded the high 
quality classification — the same as in 1981, 

As noted in the plan fulfilment report, a number of 
shortcomings in industrial performance have persist- 
ed 247: 

The plan for 1983 is in line with the targets of the five- 
year plan and with the general economic strategy to 
improve production efficiency. The need to improve the 
balance of output as between different industrial 
branches was also stressed. Gross industrial output is 
scheduled to rise by 3.2 per cent, 0.4 of a percentage point 
higher than in 1982. The plan for 1983 attaches great 
importance to growth in volume and improvements in 
the quality of consumer goods. Their production is to 


he Summing up the successes in the development of the national 
economy in 1982, one cannot overlook the fact that a number of 
ministries, associations, enterprises and organization still fail to carry 
out assignments under the plan, specifically in the sphere of raising the 
efficiency of production”. N. Baibakov’s report at the Session of the 
Supreme Soviet. Pravda, 24 November 1982. 


increase by 3.5 per cent while output of producer goods is 
scheduled to rise by 3.1 percent. Higher growth rates are 
envisaged for engineering (4.8 per cent) and also for 
chemicals, gas production and for branches related to the 
implementation of the food programme. The production 
of mineral fertilizers is to increase by 5.8 per cent, 
plastics and resins by 9.1 per cent and chemical fibres by 
9 per cent. A rise of 2.7 per cent over 1982 is planned in 
light industry. Production of cultural and households 
goods will increase by 8 per cent. The supply of 
consumer durables to the retail network is to be 
improved. Important production targets are set for the 
food industry : the production of meat is targeted to grow 
by 6.1 per cent, butter and fat by 8.4 per cent, cheese by 
6.8 per cent and tinned food by 4 per cent. 

A substantial decrease in the growth rate of industrial 
employment is expected in 1983 (from 0.8 per cent in 
1982 to 0.3 per cent in 1983). The share of labour 
productivity in the growth of industrial output will reach 
91 per cent against only 75 per cent in 1982. The need to 
improve the use of labour resources by raised worker 
motivation, reduced losses of work time and strength- 
ened discipline in the economy was stressed in this 
connexion. 

Scientific and technical innovation is to be promoted 
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more actively in all industrial branches. In 1983 the Some 170 scientific-technical programmes are being 
Soviet Union will spend 25.5 billion roubles on the — implemented in the country. Savings and rational use of 
further development of science and technology - 6.2 per fuel, energy, raw and other materials and improvements 
cent more than in the previous year and roughly 5 per in the quality of output goods will also work to the same 
cent of the expected net material product in that year. end. 


3.4 INVESTMENT 


The following section reviews developments in invest- 
ment in the centrally planned economies in 1982, and 
likely developments in 1983. In sub-section (i), trends in 
the region as a whole are outlined in relation to 
developments scheduled under the five-year plans 1981- 
1985. In sub-section (ii), the short-term interaction 
between slower growing investment and total NMP 
growth is briefly examined, together with the policy 
options retained to offset the more restricted supply of 
investment resources by accelerated technical progress. 
In sub-section (iii), various aspects of investment 
management and policy are reviewed, including devel- 
opments in the construction industry and the supply of 
investment goods, the sector and branch distribution of 
investment allocations, and recent changes in the prices 
paid for investment works. Finally sub-section (iv) 
presents short reviews of current developments and 
policies towards investment in the seven countries of the 
region. 


3.4(i) Investment trends 


The further moderation in output growth rates 
experienced in 1982 by the centrally planned economies 
taken as a whole was accompanied by a slight (0.4 per 
cent) decline in aggregate gross fixed capital outlays. But 
whereas investment allocations fell in all countries of 
eastern Europe, the Soviet Union recorded a 2 per cent 


growth rate in gross fixed capital formation outlays — 
over twice as high as the 0.9 per cent rise scheduled by 
the annual plan for the year (tables 3.4.1 and 3.4.2 and 
chart 3.4.1). 

Investment allocations were 6.3 per cent lower than in 
1981 in the countries of eastern Europe taken together. 
A decline was in fact planned in Czechoslovakia and 
Hungary. Unchanged levels were projected for the 
German Democratic Republic and Poland, while Bul- 
garia and Romania expected further increases in the 3—5 
per cent range. Investment at planned rates for the six 
countries together would have resulted in an upturn of 
about | per cent in aggregate. In Bulgaria and Poland, 
investment outlays fell by as much as 11 and 16 per cent 
respectively. In the other countries, the decline ranged 
between 4.0 and 1.6 per cent, in contrast to the 3.0 
contractions to 5.0 per cent increases planned. Invest- 
ment hence fell relative to NMP in all countries of the 
region — including the Soviet Union where it expanded at 
a higher rate than foreseen. 

Plans for 1983 foresee a further — though less sharp — 
decline in investment in the east European countries 
than in 1982. Aggregation of countries’ plan objectives 
indicates an expected contraction of 3.2 per cent 
compared with the 6.3 per cent aggregate absolute 
decline registered in 1982. In Bulgaria, a considerable 
recovery is foreseen, but in the German Democratic 
Republic and Hungary the fall will be as large as 13.4 and 
10.0 per cent (compared with falls of 1.6 and 2.5 per cent 


TABLE 3.4.1 


Gross fixed capital formation, investment ratios and incremental capital-output ratios 


Gross fixed capital formation 


Ratio of gross Gross 


Billions of Average annual fixed capital incremental 
; national percentage formation to net capital-output 
Country and period currency units change material product ratio 
Bulgaria® (based on constant 1980 prices) 
1976-1980 : 6.686 4.1 36.6 5.9 
1979 6.690 =2.3 34.5 5.2 
1980 И 7.196 7.6 35 6.2 
1981 М ее 7.944 10.5 36.9 7.4 
Plan 1982 8.230* 3.6* 36.9* 10.3* 
1982 7.000* li 31.6* 7.9* 
Plan 1983 ; 7.540 nn S265 9.6 
Plan 1981-1985 Е 7.399* 0.9* Зы ^ В» 
Czechoslovakia (based on constant 1977 prices) 
1976-198 р 143.0 4.1 33.7 8.6 
1979 . 148.1 1.8 33.6 a 
оО ee 150.2 1.4 33.1 1.5) 
198 ee en 24.6 31.7 — 86.9 
Plan 1982 138.6 —3.3 30.5 60.9 
1982 137 6* —4.0* 30.5* Е 
Plan 1983 : 185.355 =the 29.4* 14.7* 
Plan 1981-1985 142.5* —1.7* 29.4* 12.9* 
German Democratic Republic (based on constant 1980 prices) 
1976-19808". им 52.8 4.7 30.7 7.5 
1979 о ey 1.4 30.4 7.5 
1980 4. ee ee Ss 0.3 29.1 6.6 
Cee es > ia 28.2 5.9 
Plan 1982 ee = 26.9* 5.6* 
и See fod Ах о 26.9 9.0 
2] 219; о едем ЗО а 22.4 5.3 
Plan 1981-1985 53.7* —0.5* 24.8* 5.0* 
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TABLE 3.4.1 (CONTINUED) 


ee eee ere 


Gross fixed capital formation 


Billions of 
: national 
Country and period currency units 


ee a pee oe Be 


Hungary? (based on constant 1976 prices) 


Еф bower eee. 173.3 
TE пав о 185.6 
ПОЗОР oh oe 173.1 
19S Re рат СТ. 161.5 
Plan 1982 oe ee 158.8* 
Е о et eee 8 1575. 
Plan 1983 en? oe 13.1% 
Plan 1981-1985 м ne 1757 
Poland? (based on constant 1977 prices) 
1906-1980 _ eee 617.6 
и ss ee 612.2 
OD: ee И. 536.9 
ес. ae 414.9 
Plan 1982 a Е. 414.9* 
а: 2 348.5* 
Plan 1983 rane. mers 354.1* 


Plan 1981-1985 
Romania (based on constant 1980 prices) 


1976-1980). 5 we. 185.0 
i i Sees > Ae 204.4 
1980 i ee. 210.5 
ASCH! See rete. ae Sie 195.5 
Plan 1982 i Se 205,3* 
1982 tS eee ee 190.6 
Plan 1983 ee ae 192.0 
Plan 1981-1985 pan. FD 239.5* 
Soviet Union (based on constant 1976 prices) 
1976-19805 .. Ns 126.7 
м м. 130.6 
1980 Ek ee 133.7 
(| a a ae 138.8 
Plan 1982 ene 50. 140.0 
19825 3. te, ee oe 141.6* 
Plan 1983 кс: 146.1* 
Plan 1981-1985 Пи: 140.0 


Sources : National statistics, CMEA Statistical Yearbooks; plans and plan fulfilment reports. 

Note: Where ranges were given for annual or five-year plan targets, investment figures shown above (and NMP growth rates used to 
calculate ICORs) are mid-points of the range. Geometric averages were used to compute average levels and percentage changes over five-year 
periods. The latter are based on the final year of the preceding five-year period. Five-year plan objectives are based on secretariat estimates of 
the year-by-year evolution of investment and NMP objectives where these were not shown in the plans, on the assumption of constant annual 


percentage growth rates, 


в Series for 1976-1980 are calculated from index numbers rebased on current 1980 prices. Average investment prices rose by some 7.2 per 
cent in that year — the first such increase for many years. Figures shown here for plan 1982, 1982 and plan 1983 are at current prices, and the 


possibility of further changes should be borne in mind. 


ь Socialist sector only. Figures after 1981 are based on published figures in cufrent prices deflated by an estimated 4 per cent annual price 


rise. 


© Minus sign indicates NMP contraction. 


Average annual 


percentage 
change 


TABLE 3.4.2 


Ratio of gross Gross 
fixed capital incremental 
formation to net capital-output 

material product ratio 


37.4* 9.0 
38.3 19.6 
36.0 —42.6¢ 
32.9 16.5 
3210 24.6* 
31:5* 18.0* 
Зы 37265 
B55" 65% 
36.1 10.6 
Bon — 15.3 
32.8 29.5 
28.8 —2.4 
2902* 19.5* 
26.1* —3.5<* 
26.0* По 
40.5 4.8 
41.5 th 
41.5 13.9 
37.7 ПИ 
37.6* 6.8* 
35.9 13.8 
34.4 6.9 
38.4* 5.4* 
29.4 6.2 
29.2 13.3 
28.8 7.4 
29.0 8.8 
28.1 7.2 
28.8* ert 
28.8* Save 
27.5 8.9 


Changes in gross fixed investment 1981, 1982 and 1983 (plan) 


Plan Plan 
1981 1982 1982 1983 
Bulgaria oe. eee omer 10.5 3.6* =! * Oui 
Czechoslovakia Bic ee 23433) th —1.7* 
German Democratic Republic . . . 1.3 —* —1.6 —13.4 
Hungary? рии. ee) OU OT = 1.72 Sime — 10.0 
ВО... Pee Mek coe 22.7 —* — 10.0% 1.6" 
Romania a ee =. RNY Gu 7 5 (Dy =) 0.7 
Total eastern Емгоре . ... . -7.6* Iaith —6.3* = 
SovictaUniony о « oc woe 3.8 0.9 2.0 3.2 
Total eastern Europe 
andthe Soviet Union .. . 02s 1.0* —0.4* 1.4* 


i 


Source: As for table 3.4.1. 
в Socialist sector only. 


ь Mid-point of range estimated for plan 1982 (—1.5 to —2.0 per cent) and planned for 1982 (—2.0 to — 3.0). 
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CHART 3.4.1. 
CHANGES IN LEVEL OF NMP, GROSS FIXED CAPITAL FORMATION, AND INVESTMENT RATIO 


(indices, 1973—1977=100) 
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TABLE 3.4.3 


NMP and investment growth 1980-1982 and plan 1983 


(Percentage change) 
a ee ees 


1980 


NMP Investment 


NMP Investment 


Plan 


1981 1982 1983 


NMP Investment NMP Investment 


a ee ee Oe ARPES ee ee 


Bulgaria* St. ta ee 5 7.6 5.0 
Czechoslovakian 2.9 1.4 —0.4 
Сегппап Фет Вер: и. 4.4 0.3 4.8 
Нипрагу are : = —01^ 2.02 
Poland . co ae — 6.0 — 12.3 Л 
Romaniag —. . 22 Bee 2.9 3.0 2.2 
Soviet Unione..5) © ee: 3.9 2.4 33) 


10.5 4.0 == 3.8 6.7* 
—4.6 0.0* —4.0* 2.0 at Wal fos 
1.3 3.0 =: 4.2 — 13.4 
AOI! 1.82 25° 0.82 —10.0° 
= —8.0 =e 2.3% = 165 
Hel 2.6 — 235 5.0 0.7 
3.8 2.6 2.0 3.3 3.2 


a &>Ё&>&Б&Б&Б5ЪБё&ё&5ЪБ&Ъ&ё&ъЪ&Щ&ъЬ&Ъъ&Ъ5БЬьЪ>ёЪ ЫЪЁ&Ъ>ь>&ЁЪ®Ъ,ьШЩрШЩлЩ——————————ц——————————————а—дАдАыаы 


Source: Аз for table 3.4.1. 
* Mid-point of range. 
+ Socialist sector only. 


respectively in 1982). Only in Poland and Romania is 
any increase in investment expected — some 1.6 and 0.7 
per cent respectively, compared with the 16.0 and 2.5 per 
cent reductions recorded in 1982. The Soviet Union is an 
exceptional case; it is the only country of the region 
where no decline in investment has taken place. In fact, 
attainment of the 1983 target of 146.1 billion roubles 
would imply an acceleration in investment outlays from 
about 2 per cent in 1982 to about 3.2 per cent in 1983.244 

The movements described above brought about 
further falls in investment ratios in all countries in 1982 
(table 3.4.1). The same is true in almost all cases with 
regard to the plans for 1983. This continues a tendency 
common to all east European countries in each year since 
1979 and after 1981 in the Soviet Union, though the 
slowdown was already visible in the mid-1970s. The 
plans for 1983 indicate reductions in the investment ratio 
in the German Democratic Republic, Hungary and 
Romania of between 1.5 and 4.5 percentage points, 
smaller declines in Czechoslovakia, Poland and the 
Soviet Union, and a rise only in Bulgaria. 

In general, there was a correspondence between the 
direction of change of NMP in recent years and changes 
in investment. Where investments have grown more 
slowly or declined faster than in the previous year, NMP 
growth has also decelerated —- and vice versa. The 
exceptions are Bulgaria in 1981 and 1982 and also in the 
estimated plan target for 1983, Hungary and the Soviet 
Union in 1982, and also the acceleration of NMP growth 
in the German Democratic Republic projected for 1983 
which is to be accompanied by an expected large fall in 
investment outlays. This probably reflects mainly the 
short-term demand effects of changes in investment 
allocation patterns. However, the relationship between 
the size of year to year changes in investment and overall 
growth performance is not very close. This suggests that 
individual countries have adjusted to rather similar 
investment allocation constraints to different degrees 
(table 3.4.3). 

In assessing progress in 1981 and 1982 in relation to 
the five-year plan targets for 1985, it is necessary to 
distinguish between three groups of countries. In the 


24+ Targets expressed in percentage terms in the Laws on the plans 
for 1982 and 1983 are those retained in this section. Other official 
documents, such as the summary of the 1983 plan targets and the 
subsequent plan fulfilment report for 1982, report figures in monetary 
terms which differ slightly from those implied by the percentage 
changes referred to — notably, figures of 144.8 billion roubles for 
planned investment outlays in 1983 and “оуег 141 billion roubles” for 
actual outlays in 1982, compared with an estimated 146.1 billion and 
141.6 billion roubles, respectively, shown in table 3.4.1. 


first, policies looked forward to an absolute decline in 
investment during 1981-1985 relative to the final year of 
the previous plan period. The two countries in this group 
are Czechoslovakia and the German Democratic Repub- 
lic. In Czechoslovakia, investment levels in 1981-1982 
combined were below the levels implied in the five-year 
plan for the two years. In the German Democratic 
Republic they were slightly above. But in both countries, 
the further cuts planned for 1983 would imply a recovery 
in annual investment growth in 1984/1985 (to 6.5 and 
12.4 per cent respectively) if the aggregate investment 
levels foreseen over the five-year plan period are to be 
achieved (table 3.4.4). Although some reversal of the 
decline in investment outlays during the last two years of 
the five-year plan period cannot be ruled out, it seems 
clear at the present time that the authorities in the two 
countries are now attempting to restrict investment by 
somewhat more than originally foreseen. 

In the second group of countries — Hungary and 
particularly Romania - it now appears likely that the 
original targets for 1981-1985 were set at unsustainable 
levels. Below-plan performance in 1981 and 1982 in 
these two countries, together with the further cuts 
planned in their level of investment in 1983 would thus 
require an extremely rapid recovery in 1984 and 1985 if 
their five-year targets were to be achieved. A major 
development in 1983, therefore, seems to be a further 
downward adjustment of some magnitude with respect to 
the already modest medium-term investment targets for 
1981-1985 in these two countries. 


TABLE 3.4.4 


Implied investment growth for 1983-1985 and 1984—1985 
(Average annual percentage change) 
——— eee 


1983-1985 1984-19855 
к А Ч и 
Bulgaria „ ое 1 1.8 28 
Czechoslovakia имам, a Pp) 6.2 
German Democratic Republic Е = 522 12.4 
Нипрагус ae с ее 8.7 28.8 
Poland ‚ ee = aie 
Romania ee cae Se 18.7 36.8 
Soviet Union — 0.6 — 4.4 


eee 


Source; As for table 3.4.1. 

* Implied by actual performance in 1981 and 1982 and as: 
1981-1985 are achieved. 

ь Implied by actual performance in 1981 and 1982 and assuming annual plans for 1983 and 
five-year plan targets 1981-1985 are achieved, 

© Socialist sector only. 


suming five-year plan targets for 
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: In the third group of countries, where some further rise 
in Investment was expected between 1980 and 1985, the 
average level of investment in 1981/1982 in Bulgaria and 
the Soviet Union was well up to expectations. In 
Bulgaria — where five-year plan objectives were very 
modest — the recovery in investment projected for 1983 
suggests that the original targets could be achieved with 
modest declines in allocations in 1984 and 1985. In the 
Soviet Union, where low growth objectives of some 1.5 
per cent annually for 1981-1985 were also set, a similar 
pattern is evident. Thus in both countries the above-plan 
investment levels of 1981-1982 relative to the five-year 
plan objectives are scheduled to continue into 1983. 
Some reduction below the level implied by the annual 
plan target for 1983 would thus be necessary in 1984 and 
1985 if actual performance were to be retained within the 
limits originally planned for the whole period 1981— 
1985. Thus, in contrast with the general tendency in 
eastern Europe, Bulgaria and the Soviet Union not only 
continued to invest at above-plan rates in 1981 and 1982 
taken together, but appear to have decided upon a 
further upward adjustment for 1983. 


3.4(ii) Investment and growth 


Until the later 1970s, the centrally planned countries 
without exception enjoyed investment-led growth in 
virtually all years. This reflectea the fact that the growth 
in resources for domestic use (NMP distributed) was not 
limited by balance-of-payments constraints and left 
room for both a high investment ratio and increments in 
consumption in line with social policies. The recent 
declining trend in investment ratios — the corollary of 
slower growth in investment allocations than in overall 
growth — is thus still a relatively new phenomenon. It has 
widening implications for structural patterns of growth 
as well as for the dynamism of growth overall. It has its 
roots in two phenomena related in time. In the first 
place, a change-over is planned towards intensive growth 
patterns, now that the industrialization process which 
continued in some countries of the region until recent 
years is complete or nearly complete. This in itself 
requires a reduction in investment costs, as of other costs, 
per unit of output. Secondly, the changes in economic 
conditions since the mid-1970s have tended to raise the 
import cost of material inputs relative to output — and 
hence to reduce the share of output retained for domestic 
uses. In order to maintain as far as possible the level of 
consumption, it has been necessary to alter the previous 


investment-oriented pattern of resource allocation for 
final uses. 

It is an empirical fact that the slowdown of economic 
growth overall observed since the mid-1970s has paral- 
leled the fall in investment expenditures relative to 
output. The latter shift has undoubtedly affected growth 
patterns and growth rates — not least by its direct effects 
in reducing demand for the goods produced by the 
investment complex (the construction sector, and the 
engineering and construction materials branches within 
industry), as well as by the decelerating rate of transfer of 
new technology into production. 

The time series available are not yet long enough — 
particularly given differences in the pattern of develop- 
ment between individual centrally planned economies — 
to enable a comprehensive analysis of the investment 
slowdown and the other causes of slower growth of 
output and labour productivity to be made. As noted in 
other sections (notably sections 3.1, 3.3 and 3.6), the 
decreasing availability of raw materials and energy 
supplies has played a part. So has the deceleration in 
labour supplies (tables 3.1.2 and 3.6.3). And it is also 
likely that the falling share of investment relative to 
overall allocations of resources, by reducing the pace of 
the production and introduction of new technology, is 
also now making an impact which it is not easy to define 
or quantify. 

The decline in the ratio of gross fixed capital 
formation to NMP (the investment ratio) between 1975 
and 1982 has ranged between 3 and 7 percentage points 
in eastern Europe (excluding Poland, where it was as 
high as 14 percentage points) (table 3.4.5). In the Soviet 
Union, where a more cautious investment allocation 
policy was followed in the 1970s, the decline was 
smaller. If 1975 is compared with the implied five-year 
plan targets for 1985, the projected decline in the ratio is 
rather bigger in most countries. However, this reflects 
very largely the investment boom in the 1970s. 

Falls in the investment ratio relative to 1970 are not so 
marked. In Czechoslovakia the investment ratio was 
actually higher in 1982 than in 1970, and in the Soviet 
Union it was lower by 0.5 of a percentage point only. In 
the same year, the investment ratio in the other countries 
was lower by 3.0 to 5 рег cent. Relative to 1966-1970, 
differences in 1982 were even less marked; only in 
Bulgaria, and perhaps Hungary was there a noticeable 
decline while the ratio rose in Poland, Romania and the 
Soviet Union. 

The further falls in investment ratios implied by the 
five-year plan NMP and investment growth objectives 
are thus large in relation to 1975, but much smaller — or in 


TABLE 3.4.5 


Changes in investment ratios: 


(Percentage points) 
ee ———e eee 


1982 Plan 1985 
Compared with: Compared with: 
1966-1970 1966-1970 
Average 1970 1975 Average 1970 1975 
i = = = — = ti.) 

Bulgaria 3,5 52) 6.7 4.5 6.9 
Czechoslovakia me le —0.6 +2.4 —3.0 —3.0 = —5.4 
German Democratic Republic — 0:7 —41 =) 51 85 SWS 
Hungary? rts —1.4 —4.4 = Sail = 10 —4.0 =5),3) 
Poland +0.8 at, — 14.4 +0.7 —2.8° —14.5¢ 
Romania +7.1 = 3. +7.7 —52.3 = 25 
Soviet Union tee) — 0.4 ed = 7 — 4.4 


дд 


Source: As for table 3.4.1. 

< Change in the investment ratio between the years indicated. 
ь Socialist sector only. 

© Plan 1983. 


174 


some countries non-existent — relative to the 1966-1970 
average or to those in the year 1970. Present policies 
with regard to the share of investment allocations 
relative to total output, do therefore, indicate a reversion 
to an earlier pattern of relatively smaller investment 
outlays within total resource allocation. It should be 
recalled that this coincided, in the late 1960s, with high 
rates of output growth. Developments in the current 
period may therefore be interpreted to a considerable 
extent as a period of readjustment from the particularly 
favourable investment climate of the early 1970s to an 
environment where the conditions which favoured the 
investment boom of the 1970s (fast growth of overall 
resources, low energy and raw material prices, abundant 
low-interest credits from abroad for the purpose of 
investment goods imports) no longer operate. 

Despite the fall in investment ratios since the mid- 
1970s, the centrally planned economies have not yet 
experienced any significant changes in the overall 
growth indices of capital intensity per worker (table 
3.6.14). This partly reflects previous high investment 
levels, and also the deceleration in employment growth 
rates, and the reduction in the write-of rates of fixed 
assets which appear to have taken place in most 
countries (table 3.6.15). What is perhaps the most 
striking economic development in recent years is the 
contrast between the deceleration in the rise in output 
and labour productivity and the continued rise in the 
capital intensity of labour, and their corollary of 
declining capital productivity. 
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This phenomenon clearly indicates a significant build- 
up of physical capital which is not being used to its fullest 
extent. It is not possible to separate out the relative 
weight of the various factors involved . But there appear 
to be two main elements — slack capacity due to shortage 
of inputs on the one hand; and on the other hand a 
possible adverse change in the appropriateness and rate 
of introduction of new technology in the face of new 
input and output patterns. , 

In the first case, an appropriate response is to cut down 
the amount of new investment. In the second case, a 
change in the technological specifications of new 
producer goods is called for — a change which is easier to 
achieve at rapid rates when investment resources are 
freely available to accelerate the replacement or modern- 
ization of existing equipment. Both these factors are 
therefore integral but in some respects contradictory 
parts of current investment strategy. Success in the 
former task is amply demonstrated by the decelerating 
rates of growth of investment already noted. 

Progress in the second task has probably been slowed 
down by the relative decline in the availability of 
resources for investment. Its successful implementation 
is not in fact easy to assess. Real success cannot be 
judged until some time in the future — by improvements 
in capital productivity. Meanwhile, the process involves 
a complex series of micro-readjustments which can only 
be judged partially and indirectly by their resultant 
effects on general indicators — changes in the share of 
investment scheduled for modernization, reconstruction 


TABLE 3.4.6 


Fixed capital formation by type of capital good: output of capital goods industries and foreign trade in machinery and equipment 


Annual percentage change 


Machinery 
Gross fixed Foreign trade in and 
capital formation Output of capital goods industries machinery and equipment equipment: 
м ЕЕ 
Machinery Construction* Building share in gross 
Construction and Site materials fixed capital 
Country and period work equipment Total work industry’ Engineering Exports¢ Imports‘ formation 
Bulgaria 
1976 ООВ Э.> 1.9 7.1 5.9 8.2 11.2 18.6 6.4 32.4 
Dar о И 1.9 — 10.3 3.6 BS) 7.0 5:7 9.5 So 6) 30.8 
OSM ae eee ee 8.7 6.9 3.6 3.6 4.7 6.4 15.1 7.3 30.6 
LOS TOR ake Mare 4.5 21.6 5.0* 5.9 4.0 thes! 14.3 13.9 Sosy, 
Обе Fee —7.0 — 20.0 2 1.5 0.6 8.7 a 303% 
Plan 1981-1985 . . . 55 we 5: 2:3 ay 8.5 4) 
Czechoslovakia 
1976-1980 ....:. 2.5 6.9 3.4 3.3 4.8 8.1 aye) 11.6 40.2 
Отис 0.6 3.6 1.3 2.5 75) 6.5 6.6 0.9 41.2 
1980 ео Вах - 0.5 2.8 215 1.9 4.1 4.6 12.2 8.0 41.7 
ОВ cadet ood, 3s —2.6 —7.5 0.2 —1.4* 1.8 4.3 13.9 —0.1 40.5 
1982 =. =) —1.5 2.9 44.3 
Plan 1983 —3.2 2.0 5.6* 
Plan 1981-1985 5.1-5.9 
German Democratic Republic 
1976-1980 ..... 5:2 3.9 4.5 4.2 55 7.0 12.6 12.6 47.0 
1979 Meteo. мые 0.4 15 1.8 — 015 0.9 ell 15.2 8.3 46.9 
1980 сре Зы 1S 0.6 1.8 1.4 2.0 7.6 0.2 3.9 47.0 
А М ee 1.0 НЫ ie 4.1 1.2 1.5 Si, == 20:3 47.2 
1982094 UL Large ew ~ ey 4.2 4.2 а 
Piaalosseeeeh, Ме. ОН ©. 1.4 4.0 4.6 а $ 
Plane! 981 18 52 see 3.4 7.0 
Hungary “3 © 
1976-19805 “stay ле” 3.9 4.3 4.3 4.3 4.7 4.9 8.2 5.4 40.3 
197998 лия себ АНИ. 3.0 = 5.2 0.8 3.9 3.6 17.6 — 0.2 40.4 
1980) eg re оо A 4 —9.9 453 —3.0 1.7 — 6.1 0.1 — 14.9 38.6 
ТОВ ры фо, Los i525 перен Gy78 0.4 о 0.1 5.4 0.5 —4.6 38.6 
ое жк 4 ока 110 0.9 a9 | 38.0* 
О ре а МЕ т: PY Ооо >. м Е 
Plan 1981-1985. | |, i нд 2.1-2.8 у a3 м . if 
ЫмМФ— TT eee 
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Annual percentage change 


Gita и : Machinery 
capital formation Output of capital goods industries eine eae dapat 
4 Machinery Construction? Buildi dea eae 
и as fata muerte pa 
pe work equipment Total work industry? Engineering Exports‘ Imports® рваной 
Poland 
erat — IN) 2 25 2.4 3.5 9.1 13.0 6.1 41.3 
eae вен 6.5 SS) —4.0 5) —4.6 5" 10.8 —1.5 40.7 
ish : es =a) —9.9 — 10.0 —0.9 0.3 5.3 —0.7 44.1 
re 23. 35-2100 - 25.8 S760 SK homey 43.6 
Plan 1983 re 49 К 
Котата | 
ln a 6.6 13.8 9.2 7.2 15.0 13.6 16.5 13.7 47.4 
te 4.2 5 3.7 3.0 12.4 11.5 8.9 3.8 48.0 
= 0:3 5 05 — 0.8 4.7 19.1 24.0 —7.1 49.3 
И = ой — 6.6 — 10.1 — 6.8 — 4.8 — 0.2 2.2 48.6 
Plan 1981-1985 т id ету A . 
Soviet Union f 
1976-1980 12 Vice 2.6 D5) 2.4 8.9 14.7 13.4 36.1 
1979 —0.6 3.6 №9 3 — 0.6 7.6 6.2 —0.8 37.0 
1980 — 0.1 oy 2.3 Pal 13 6.2 5.6 4.7 38.0 
1981 2.0 5.1 2.6 2:3 1.9 5.9 — 0.4 5.6 38.5 
О detain a 0.9 5.0 
Plan 1983. rt и 48 42.1 
Plan 1981-1985 1.0* 2.9* 7.0 39.1 


Sources: As for table 3.4.1. 

Note: Five-year figures for 1976-1980 and plan 1981-1985 are geometrical averages. 

2 Of the two series shown for construction output, the “total” column refers to all activity according to national accounts definitions and covers site work ("construction-installation work”) — 
shown in the next column — together with planning, design and survey work undertaken by all enterprises, whether or not mainly engaged in construction, and in all sectors of the economy (including 
Private housing and non-housing output). Inter-country ccverage for total output is broadly comparable, and coincides as far as possible with each country’s national accounting definitions. Site 
work is the main planning aggregate and refers to building activity proper, including repair and maintenance work. However, historical data are not always fully comparable, either between 
countries or for a given country, with latest year estimates and plan targets; the coverage may variously include all sectors, the socialist sector only, construction firms’ output only, etc. Site work as 
shown covered 74-86 per cent of total construction activity in 1980 (but only 67 per cent in Bulgaria due to the exclusion of repair and maintenance work). Despite discrepancies, the linking of plan 


targets with historical series for site work appears to give a fair indication of trends in building output proper. 
> Output of the building materials industry only except for the German Democratic Republic, for which series covers building materials output of all sectors and industrial branches. 
© At current prices (national currencies) except for Hungary, 1976-1980 only, for which data are expressed in constant 1976 forint prices, and the German Democratic Republic, for which data 


are based on transferable roubies. 


4 Plans Гог 1982 and 1983 for the German Democratic Republic (per cent increases), and the degree of plan fulfilment in 1982 (plan target = 100), were as follows: 


Plan Actual Plan 

1982 1982 1983 
Ministry for electrical and electronic engineering 7.7 100.8 8.5 
Ministry for heavy machinery and equipment 5.7 100.8 5.2 
Ministry for machine tools and processing machinery 8.7 100.8 8.4 
Ministry for general earthmoving and transport machinery 6.7 100.7 5.1 


* Socialist sector only. 
J At current prices. 


and extension of existing plant, consequent increases in 
the share of machinery and equipment relative to 
construction expenditures as such modernization expen- 
ditures rise. And in a restrictive investment climate, the 
need to improve the efficiency of plant places a premium 
on the speedy completion of investment projects, 
shortening of gestation periods, reductions in the share of 
uncompleted projects, with a view to commissioning the 
most up-to-date plant in the shortest possible time. 
Progress in these specific areas is summarized in part in 
table 3.4.6 and in the review by country which follows in 
sub-section (iv) below. 

Given the lack of overall indicators of success, it is 
possible to shed some light on the second element by a 
scrutiny of recent trends in investment and fixed asset 
levels and structures as they relate in various ways to the 
process of technical change. As noted above, the policy 
of slower investment growth, implemented at the same 
time as a policy of accelerated technical change, has 
important implications with regard to the speed at which 
the technology content of new investment can be 
improved. In the countries under review, new invest- 
ment has averaged some 10-12 per cent of the value of 
the existing stock of fixed assets per year, and somewhat 
less at the present time. Attention has already been 


drawn to the apparent decline in the write-off rate of 
fixed assets over the 1970s. The consequent probable 
rise in the average age of fixed assets for this reason has 
been intensified by the fall in the share of fixed assets of 
less than five years old due to the slower growth of 
investment (table 3.6.16). But if the necessary transfor- 
mation of the technical level of the economy is to be 
brought about with smaller investment resources than in 
the past - for instance, by concentrating on the 
modernization and reconstruction of existing plant -- it is 
essential that those resources embody a higher average 
level of technology than was previously the case. Only in 
this way can the effects of slower investment growth on 
the rate of ouput increase be minimized. And as noted in 
sub-section (iii)-(a) below, in most countries the engi- 
neering industries, which are the key element in the 
transformation do not show the rapid turnover of fixed 
assets which might be expected to accompany rapid 
change in the structure of engineering goods (and hence 
investment goods) output. In this respect, the adjust- 
ment of planning and management systems to new 
conditions, and notably the encouragement of innova- 
tion in techniques, processes and product developments, 
may be the key element in investment policy, and indeed 
in overall growth policies, in the next decade. 
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3.4(iii) Investment management and policies 


(a) Investment, construction activity and engineering 
supplies 


Policies have been in force for some years to reduce the 
share of construction in the investment effort by 
concentrating on the modernization, reconstruction and 
extension of existing enterprises rather than on new 
production facilities. In general, these policies have had 
some success in Poland (under exceptional conditions), 
Romania and the Soviet Union, but in the other 
countries the share of machinery and equipment in total 
outlays has either remained unchanged (Czechoslovakia 
and the German Democratic Republic) or fallen (Bulgar- 
ia and Hungary) (table 3.4.6). The movement has been 
intensified in some countries (except Hungary and 
Poland) by the shift of investment resources away from 
the construction-intensive non-material sphere. 

As a result of this, pressures to reduce the share of 
construction work in total investment, and the modera- 
tion and even absolute declines in investment growth 
overall, the construction sector experienced a substantial 
deceleration in annual output growth rates in 1981 
compared with 1976-1980. Output rose only marginally 
in 1981 in Czechoslovakia (+0.2 per cent), and declined 
in Hungary (0.4 per cent). It declined in Poland (21.0 per 
cent) and Romania (6.8 per cent) (table 3.4.6). It 
probably fell further in Hungary (by an estimated 4 per 
cent) in 1982, and also in the other countries mentioned. 


It was in these countries also that the share of 
construction activity in total investment allocations 
declined fastest (or, in the case of Czechoslovakia, did 
not rise). Czechoslovakia and Romania were the 
countries which registered the biggest shift in investment 
away from the construction intensive non-material 
sphere up to 1981 at least. Growth of construction 
output was also slower and decelerating in 1981 and 1982 
in Bulgaria — and probably in the Soviet Union, where 
there was a 2.5 percentage point rise in the share of 
machinery and equipment in total investment in 1981 
compared with the average of 1976-1980. Construction 
output was largely maintained in the German Democrat- 
ic Republic in 1981 mainly due to strong growth in 
housing construction in that year. The general slowdown 
in construction industry performance was accompanied 
by a parallel but rather smaller decline in the output of 
the building materials industry in 1981 and 1982. Thus 
there was probably some easing of supplies of materials 
in the construction sector as-a whole. 

The same may have been true with regard to supplies 
of machinery and equipment for investment purposes. 
The relationship between the growth of investment 
demand for machinery and equipment relative to the 
domestic output of the engineering industry as a whole 
clearly improved in virtually all countries in 1981. The 
same was probably true in 1982 judged on the basis of the 
overall growth of investment. There were, on the 
contrary, severe cuts in imports of machinery and 


TABLE 3.4.7 


Structural shifts in investment allocations within the material sphere (A) within industry (B) and between the material and non-material spheres (C) 
(Percentage points) 


Bulgaria Czechoslovakia German Democratic Republic 
1979/ 1980/ 1981/ 1979/ 1980/ 1981/ 1979/ 1980/ 1981/ 
1976-1980 1976-1980 1976-1980 1976-1980 1976-1980 1976-1980 1976-1980 1976-1980 1976-1980 
A. Within the material sphere 
Industry ищю 0 ands) РЭ +0.5 Sle = oe) +15 +3.3 + 3.6 
Construction ns —0.4 —0.4 =) +0.8 +2.4 +1.4 — 0.6 — 0.9 =e 
Agriculture ne — Org == —0.8 — 07 = 150 Wes) 0:5 =. —0:9 
Transport and 
communications = GO — 0.9 +0.2 — —0.9 = +0.2 — Oa); —0.3 
Trade? ee kanye alieh =). 3 =). S05) =(0),5) 10) —0.9 (i) — 0 10 
Оо Heer te ens BOS — a — — = 03 —0.4 S03} 
B. Within industry 
Energy Siiet apf 0:4 = INK) (il +0.3 +0.2 
йе ака е KCC! +0.8 +1.2* +2.2 41,5 +2,2 ADS. ue 
Metallurgy od ig lee BIO. +1.6 200 +1.6 =: =) —0.3 +1.8 
Engineering ere | +3.4 + 2.6 —0.3 + 0.3 > +0.9 a2. 
Chemicals Fats ce pole 50 о + 1.6 = 2) = =: не Sy) 
Construction materials . +0.6 01 = - 2 —0.4 —0.4 SH = +0.1 
Wood, paper =)... 0.5 =(02 — 0.2 +0.3 +2.3 +1.7 Е 
ОЕ олень к 310 Го +0.8 — = (03) —0.5 = Oi 
а yo -0.2 +02 =0.2 vu -0.1 —0.8 wy. 
Foodie Sei tn! tat Sei Ar lel —1.9 — 0.4 =) — 0.9 — 0.9 —1.8 
Other’ (oie. В Ре + 0.8 10 = Ney —0.6 +0.3 — — 0.3 
@ Between the material and non-material spheres 
Material sphere at. 003 —0.6 +0.3 — 0.2 — 0.6 3.2 50.3 —0.9 +0.2 
Hungary Poland Romania 
1979/ 1980/ 1981/ 1979] 1980] 1981 1979 
1976-1980 1976-1980 1976-1980 1976-1980 1976-1980 р а Нм ce 
A. Within the material sphere 
INGUSIL Ve ee 9 == 350) 55) = phe BY) —4.3 
. 5 : Е +1.9 + 1.4 1 
ae Spy — 0.3 — 0.9 —0. 1 0.3 О +0.4 = м 1 р 
gticulture’ С? ПО 507 +06 +2.2 ro, +43 2 ~0. 
Transport and te ar he 
communications ; +0.6 +1.4 —0.1 — 0.4 ЕЯ —1 7 =) SLES, 
: : ; \ L eae 
Trade Mitac ин +0.9 5-15 —0.1 — +0.7 —0.5 —0.6 Pe 
Other aaah tone О +0.7 —0.8 +0.7 +0.4 +2.0 | 


a eee ИИ и 
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Hungary Poland 


oF SE а ey ee Romania 
1979/ 1980/ 1981/ 1979/ 1980/ 1981 
1976-1980 1976-1980 1976-1980 1976-1980 1976-1980 ee cathe Cte 1976-1980 
B. Within industry 
neta а Wo +41 +3.9 а о +2.8 —0.8 —0.6 +1.9 
Е ви eee) +29 +32 +1.0 +83 +77 и +0.3 +24 
Metallurgy... . +25 +32 +2.0 24 —41 в 8 is =i 
Engineering . . . . —04 =i) “И = Fig р а +3.5 +1.0 
Chemicals . . . | ~28 ar) -2.0 +12 ~1.6 17 423 4 —0.4 
ан materials . — S192 —2.4 = Sih = 13 +02 ~0.1 ~1.0 
, paper ya м и — 04 =: 12 то 0.1 
| —0. 0.7 —0.7 
Техшез 3: ее = 0:7 =i) — 0.6 — 0.4 — 0.8 —0.8 8} +0.4 Ol 
Other light? . . . . 06 =A) =0.2 +0.2 ~0.1 ~0.2 = =(2 -0.5 
Ae otis Robe aie +0.6 iN) 7 +0.3 — 0.8 +2.2 —0.6 — 0.8 0.2 
а ео == +0.1 — —01 — 03 — 0.1 — 0.5 — 0.5 —0.6 
С. Between the material and non-material spheres 
Material sphere ae | 03 — 0.7 — 0.2 =. —2.8 —4.1 +0.4 + 0.8 stew 
Soviet Union 
1979/ 1980/ 
1976-1980 1976-1980 fies 
A. Within the material sphere 
О ве: —0.5 +0.1 +0.6 
Construction А + 0.1 —- =] ie 
PASTICHIENTC ose =O) — 0:2 —0.8 
Transport and 
communications : Or) +0.2 +0.1 
Trade MP ae +0.2 ly 
Other ee 
B. Within industry 
Energy бы, Ub Пе, — Oil +0.2 == 
Fuel в, +0.8 +2.4 +3.8 
Metallurgy meta itso +0.1 — 0:3 —0.6 
Engineerings до <<. = +0.1 +0.8 
Chemicals я ee = 0.2 =i 35) 22 
Construction materials +0.1 —0.1 0.3 
Wood, paper Fae —i — 0.4 — 0.2 
Иов — =i == 
ЕО. EOF == га 
Food cas SE eae (0 = —0.4 
ОПЕРА, — — 0.2 —0.8 
С. Between the material and non-material spheres 
Material sphere ны: +0.2 +0.1 +0.6 


Sources: As for table 3.4.1. 
Note: Changes do not always sum to zero due to rounding. 
* For Romania and the Soviet Union includes other (non-specified) sectors. 


ь Except for the Soviet Union, includes clothing, leather and footwear, glass and ceramics, and printing, plus, in the case of the German Democratic Republic and Hungary, wood and 


paper. For the Soviet Union,, includes clothing, leather, furs and footwear only. 
© Including investment by collective farms in industrial activities. 


equipment in most east European countries in the former 
year. The possible exceptions were Bulgaria and also the 
Soviet Union, where such imports in value terms 
continued to increase. However, in volume terms they 
may have increased only marginally or even declined 
slightly in the Soviet case. 

The deceleration in investment as a whole has thus not 
proportionately affected the output of engineering 
products. Nevertheless, if technological levels are to be 
raised to the extent necessary to compensate the decline 
in investment levels, structural changes in the output of 
productive machinery and equipment will be necessary 
at an accelerated rate. 

No direct information is available at sub-branch level 
concerning the introduction of new technology. Never- 
theless, the high priority already given to investments in 
the engineering branch, which has progressively in- 
creased its share of total industrial investments in almost 
all countries between 1975 and 1981, should have been an 


important permissive factor in ensuring the availability 
of such technology. 

Clearly, a change in the pattern of engineering output 
towards high technology machinery would need to be 
accompanied by changes in the structure of its own 
productive equipment. Little information is available at 
sub-branch levels to evaluate progress in this respect. As 
an indirect indicator of structural change in the output of 
the branch, it is possible to examine the extent of capital 
write-off in the branch compared with industry as a 
whole. This can be done, in the absence of direct 
information on write-off rates, by comparing the volume 
of investment in a given year with the change in the 
volume of fixed assets in the same year in the industry 
sector and in the engineering branch respectively. The 
difference, expressed as a percentage of the total volume 
of fixed assets in that year in the industry sector as a 
whole and in the engineering branch, approximates to 
capital write-off rates for the sector and branch 
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respectively. This crude measure can then be used to 
illustrate the speed of change of fixed asset structures in 
engineering compared with industry as a whole.?*° 

In fact, tentative estimates on the above basis suggest 
that, within a generally downward movement of fixed 
assets write-off rates in industry as a whole, the write-off 
rate in engineering seems to have risen relatively to 
industry in Bulgaria, Czechoslovakia and (up to 1976 the 
last year for which data are available) in the German 
Democratic Republic. In the other countries, the write- 
off rate seems to have experienced a decline as noticeable 
or even greater than in industry as a whole. 


(b) Changes in investment allocations by sector and branch 


Policy towards the sectoral and branch allocation of 
investment resources has shown some marked similarities 
throughout eastern Europe and the Soviet Union. In 
most countries, the material sphere in 1981 has taken up 
an increasing share of available funds compared with the 
period 1976-1980 (table 3.4.7). The movement was 
particularly big in Czechoslovakia in 1981, but has been 
rather small in the other countries. Indeed, in Hungary 
the share of the material sphere in total investment 
declined slightly in 1981 compared with 1976-1980, 
while in Poland it continued to decline in 1982 (as in 
1979-1980) compared with the second half of the 1970s. 
Within the material sphere, industry has been the main 
beneficiary of shifts in investment patterns, as against the 
1976-1980 average, in all countries but Hungary and 
Poland. The reallocation has resulted in smaller shares 
for all the remaining sectors in most of these five 
countries — with the exception of agriculture in Romania 
and trade and communications in the Soviet Union. In 
the exceptional cases of Hungary and Poland, where the 
share of industry declined by 1.3 and 4.3 percentage 
points respectively, the main beneficiaries of the shift 
were agriculture and trade in Hungary, and agriculture in 
Poland (where the 4.3 percentage point rise exactly 
reflected the fall in industry’s share). 

Within industry, the principal difference in 1981 
compared with 1976-1980 was the rise in the share of 
allocations to the fuel industry (all six countries excluding 
the German Democratic Republic for which data for 
1981 are not yet available) and the energy sector in 
Czechoslovakia, Hungary, Poland and Romania. This 
has been mainly compensated by a shift away from 
energy intensive branches — notably chemicals (all 
countries but Bulgaria), construction materials (all 
countries) and metallurgy (all countries but Bulgaria and 
Hungary). Smaller shifts away from most of the 
remaining branches have also been necessary to provide 
room for the expansion in the share of fuel. 


(c) Price changes for investment works 


A short review of investment pricing policy in the 
centrally planned economies was presented in the 
Economic Survey of Europe in 1980.246 On the basis of 
information covering the years 1970-1979, it concluded 
that pricing policy had been used quite extensively to 
influence the technical structure of investment. In those 
countries for which data were available, the price of 
construction works had risen by far more (or declined by 
less) than prices of machinery and equipment — in line 
with policies already discussed to reduce the share of 


245 Because no specific allowance is made for sector branch 
differences in the ratio of capital repairs to investment and other 
factors, including inter-branch differences in the relation between 
fixed assets brought into operation and investments, the absolute 
figures are not necessarily meaningful. Trends over time should, 
however, be adequately reflected. 


246 Op. cit., pp. 148-151. 


construction work in total investment. There was also 
some limited evidence that relative price movements had 
coincided in some countries with changes in the sectoral 
distribution of investment (i.e. the sectoral implicit price 
deflator for investment goods had risen where the 
sector’s share of investment had fallen or vice versa). 
However, this was not the case with regard to branch 
allocations within industry. 

Further information is now available for some 
countries not included in the previous investment work 
price review, while information on others has been up- 
dated (table 3.4.8). The data illustrate relatively recent 
price movements in Bulgaria (in 1980), in Poland (in 
1980 and 1981) in the German Democratic Republic (at 
some time between 1975 and 1980) and in Romania (at 
some time between 1977 and 1980).247 In addition, some 
further but small price adjustments took place on a year- 
to-year basis in Czechoslovakia and Hungary in 1980 
and 1981. 

Between 1975 and 1980, the change in the price of 
investment goods was smaller than the implicit gross 
social product deflator in Bulgaria, Czechoslovakia, the 
German Democratic Republic and Poland. It was 
however somewhat bigger in Romania. The same was 
true with regard to price changes in 1981. Thus the 
slowdown in investment growth during the second half of 
the 1970s appears to have been implemented exclusively 
by direct real resource allocation measures rather than by 
price adjustments, except perhaps in Romania. Never- 
theless, in all cases the biggest element of the price rise 
fell upon construction activity. Indeed in Bulgaria, the 
big rise in total investment and construction activity 
prices was accompanied by a decline in the price deflator 
for machinery and equipment. Largely for this reason, 
the construction intensive non-material sphere has 
experienced bigger rises in the prices it pays for 
investment work than the material sphere in all countries 
— in accordance with investment re-allocations patterns 
in most countries. 

Within the main sectors of the economy, industry 
experienced the biggest rise in the prices paid for 
investment work in Bulgaria (together with agriculture) 
and Czechoslovakia. In Hungary, Poland and Romania 
the price of agricultural investment rose fastest, followed 
by the prices for investment work paid by the construc- 
tion sector, in both the period between 1975 and 1980 
and in 1981. In the German Democratic Republic, 
investment prices paid by the construction sector show 
the biggest rises together with those paid by agriculture. 
The prices paid by industry are among the slowest 
growing. 

More limited data is available on the price of 
investment goods paid by branches within industry. In 
Hungary, the prices paid by the chemical industry for its 
investment rose considerably more than those paid by 
other branches, followed by prices paid by the construc- 
tion materials and the fuel industry. The price rise in 
Poland was concentrated on investments made by the 
energy branch together with engineering, followed by the 
price of work for the construction materials, metallurgy 
and chemical branches, throughout 1975-1981. Except 
for energy, a similar pattern emerges for 1981. In 
Romania, the biggest price changes between 1977 and 
1980 took place for investment by the fuel, construction 
materials and light industry branches. There is therefore 
still only a weak relationship between movements in the 
price of investment work and changes in the structure of 


247 Current price investment data are not published for the German 
Democratic Republic or Romania. The shift from presentation of data 
in an earlier year’s prices to presentation of data in a subsequent year’s 
prices enables the price change between the two years to be shown, but 
not the precise year in which it took place. 


TABLE 3.4.8 


Implicit price deflators for investment expenditures 


I. Implicit investment price deflators of total, machinery and equipment and construction expenditures 1970-1981 
(Undices, 1970= 100) 


a ee meen STEEL ip rey FR SW, EYEE SH A SE eee 


1971 1972 1973 1974 


Bulgaria 

Total eee tee 100 100 100 100 
Machinery, equipment 100 100 100 100 
Construction 100 100 100 100 

Czechoslovakia 

Total prs ROR 99 99 99 98 
Machinery, equipment 100 99 99 98 
Construction 99 99 99 98 

Hungary 

Total Ay dae rae 9102 106 108 110 
Machinery, equipment 100 105 108 109 
Construction 103 108 109 111 

. Poland 

Total HORA F110 110 110 110 
Machinery, equipment 103 103 103 103 
Construction 116 116 117 117 


1975 1976 1977 1978 1979 1980 1981 


100 99 100 98 99 110 109 
100 99 100 100 99 89 89 
99 100 100 100 100 132 132 
98 98 88 87 88 88 88 
98 98 83 83 84 84 85 
98 97 90 90 90 90 90 
114 118 123 127 130 130 133 
113 117 121 123 125 123 125 
115 120 126 133 137 137 141 
112 126 128 130 130 144 148 
103 105 107 109 109 120 124 
121 147 151 152 153 171 176 


Ii. Implicit investment price deflators by sector, type of expenditure and by industrial branch 


(Undices, base years shown 


100) 


_— и __д_д_о_—=— 


Hungary 
1980/ 


1975 


Poland German Dem.Rep. Romania 


1981/ 
1980 


1980/ 
1975 


1981/ 
1980 


1975/ 
1967 


1980/ 
1975 


1977/ 
1963 


1980/ 
1977 


С НН 


Bulgaria Czechoslovakia 
1980/ 1981/ 1980/ 1981/ 
1975 1980 1975 1980 
By sector 
Industry 107 98 88 101 
Construction 95 100 88 100 
Agriculture 107 100 89 100 
Material sphere 106 98 89 101 
Non-material sphere 122 100 92 100 
Total a 110 99 90 100 
By type of expenditure 
Machinery, equipment 89 99 85 103 
Construction 132 100 93 100 
By industrial branch 1977/1971 
b 
Energy 96 
Fuels 95 
Metals 94 
Engineering 94 
Chemicals ay 94 
Construction materials 94 
Light 93 
Food a 5 94 
Total 107 98 95 


b с b с 
102 131 103 104 106 97 105 
102 125 102 113 112 87 104 
104 140 103 98 105 105 107 
103 128 103 103 107 99 105 
104 137 104 115 WS 112 114 
103 130 103 105 108 101 106 

a b с b с 
102 117 103 101 107 91 102 
104 141 103 106 114 111 112 

a b с 
102 130 101 96 107 
103 123 100 101 107 
102 125 109 98 104 
102 130 104 94 103 
103 124 103 97 104 
103 128 101 100 105 
104 127 102 93 105 
102 128 101 ath os 99 106 
102 126 103 104 106 97 105 


Ce ОН Е 


Sources: Аз for table 3.4.1 
а Unit prices. 


ь Derived from coefficients of 1975 values expressed in the indicated final and base year prices respectively. 
© Derived from coefficients of 1980 values expressed in the indicated final and base year prices respectively. 


investment. Perhaps surprising is the relatively big rise 
in the price of investments by the fuel and energy 
industry, together with engineering. These have 
normally been priority investment sectors and to an 
increasing degree are still so. 

Price changes for investment work in aggregate have 
not been large in most countries during the period 
between 1975 and 1981 — a 9 per cent rise in Bulgaria, a 
decline of 10 per cent in Czechoslovakia, and a rise of 6-8 
per cent in the German Democratic Republic and 
Romania. In Hungary and Poland, however, the price 
deflator increased by somewhat more — by 41 per cent 


and 76 per cent respectively over the same period. 
Perhaps surprising in view of the increasing attention 
paid by the authorities to price formation policy in recent 
years is the relatively small price adjustments for 
investment works made in Hungary — only half the size of 
those in Poland. 

Limited data for 1982 suggest that there may have 
been an upward movement of about 3 per cent in 
Czechoslovakia and also in Hungary. In Poland, 
investment data in current prices for the year suggest 
that the price of investment work at least doubled in 
1982. 
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3.4(iv) Investment developments 


In Bulgaria, year-to-year variations in investment 
growth rates have been traditionally rather sharp, 
ranging between minus 2.3 and plus 14 per cent during 
1976-1980. This pattern was continued into the current 
five year plan period, with gross investment rising by 
10.4 per cent in 1981 and falling at a similar rate in 1982. 
Plans for 1983 appear to indicate a sharp recovery of 
around 7 per cent. The level of outlays in 1981 and 1982 
together was about 3 per cent above the implied five-year 
plan targets for the two years. The further increase 
scheduled for 1983 will, if carried out, bring actual 
investment outlays considerably above the five-year plan 
targets estimated for the year. Up to 1982, generally 
buoyant investment performance was accompanied by 
declining NMP growth rates compared with 1976-1980, 
but they were still, at 5.0 and 4.0 in 1981 and 1982 
respectively, the highest in the region. Despite the jump 
in investment in 1981, the results for 1982 and plans for 
1983 indicate a further decline in the investment ratio 
compared with 1976-1980 to approximately the levels 
foreseen in the five-year plans 1981-1985. 

Efforts to improve the technical structure of invest- 
ment — particularly by cutting down new project starts 
and hence the share of construction work in total 
investment — had a marked success in 1981. In that year, 
investment in machinery and equipment grew by over 20 
per cent, compared with a fall of about 4.5 for 
construction. In 1982 however, the trend was reversed. 
Within the 10 per cent decline in the volume of total 
investment expenditures, construction work appears to 
have increased slightly, indicating a significant fall in the 
share of machinery and equipment expenditures (to 30 
per cent). This is somewhat lower than the average of 
1976-1980 or in the first two years of the current plan 
period. Within total investment, some 67 per cent?+® 
was used for the modernization, reconstruction and 
extension of existing plant. This was considerably 
higher than the 44 per cent reported for 1976-1980. 

However, efforts to speed up the commissioning of 
new plant have had only limited success. The share of 
fixed assets brought into operation in total investment 
has declined steadily since the late 1970s (table 3.4.9). A 
2.7 percentage point decline in 1980 was followed by a 
further fall in 1981 — to 87.3 per cent or some 2.8 
percentage points below the average for 1976-1980. 

Investment in the material sphere of the economy 
amounted to some 75 per cent of the total in 1982 — 
probably expressed in current prices. This compares 
with about 72.3 per cent in current prices in 1981. Thus, 
there may have been a substantial shift in favour of the 
material sphere. Full data on the sectoral distribution of 
investment are unavailable beyond 1981. The latter year 
witnessed the first increase in allocation to the material 
sphere for several years. The volume of allocations to 
industry were still higher than the average for 1976-1980, 
though they fell between 1980 and 1981. Within 
industry, the late 1970s saw increased allocations to 
chemicals. This trend was reversed in 1980 but was 
strong in 1981. In particular capital expenditures on fuel 
have been accorded high priority in the interest of 
promoting balanced economic development. 

In the plans for 1983, the Bulgarian authorities 
apparently expect a further sharp rise in total invest- 
ment. This would bring the level to about 2 per cent 
above that implied for the year in the five-year plan, and 
maintain the investment ratio at about the same level as 
in the previous year. Together with the lower growth 
rate retained for NMP this would push up the ICOR to 
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its highest point to date, but little higher than was 
implied in the five-year plan for the 1981-1985 period as 
a whole. The share of investment in the material sphere 
is set at 71.6 per cent of the total at current prices — about 
the same as in 1981. The main emphasis is once more 
planned to be placed on speeding up the commissioning 
of new plant. The share of unfinished construction in 
total investment is expected to fall by 7.6 percentage 
oints. 

A In Czechoslovakia, 1982 was the second successive year 
of falling investment in volume terms (estimated at 4.0 
per cent). The decrease was, however, slightly smaller 
than in 1981. Investments in 1982 were about 3.5 per 
cent below the level originally projected for the year in 
the five-year plans 1981-1985. NMP growth estimates 
suggest that output was probably smaller than expected 
in 1982. The investment ratio fell to a figure slightly 
higher than foreseen by the five-year plan, but in line 
with that expected in the 1982 annual plan. The 
investment cost of growth in 1982 was high, as indicated 
by the steep rise in ICORs. ‘The year 1982 was a year of 
continuing adaptation to new conditions and the further 
tightening of investment was clearly a major contributor 
to the process. 

Efforts to improve investment sector efficiency are an 
essential element in the process of adaptation. A first 
priority has been to reduce the volume of unfinished 
construction work. In 1981 however, the share of fixed 
assets brought into operation compared with investment 
outlays fell slightly, though a further marked improve- 
ment was registered in industry, construction, transport 
and communications. This suggests that the ratio 
worsened notably in the non-material sphere of the 
economy. The strict controls introduced on new project 
starts, and efforts made to reduce gestation periods, seem 
to have had more success in 1982. The number of new 
starts decreased by 15 per cent in that year, the volume of 
unfinished construction was cut and the average gesta- 
tion period shortened. Nevertheless, the level of 
unfinished construction is still considered too high.**? 
With regard to the technical structure of investment, the 
share of machinery and equipment fell slightly in 1981 in 
both value and volume terms (in fact investment in 
machinery and equipment fell nearly three times as fast 
as investment in construction activity). In 1982, infor- 
mation in current prices suggests a sharp jump in the 
share of the machinery and equipment component from 
40.9 to 44.3 per cent. This also suggests that investment 
on modernization, reconstruction and extension of 
existing plant has gone ahead fast, in line with official 
policies. 

Structural change in investment is seen as the essential 
prerequisite for achieving the changes in the structure of 
output planned over the medium term. In 1981, the 
share of investment in the material sphere rose by nearly 
4 percentage points (to 70.5 per cent of the total 
compared with a 65 per cent average in 1976-1980). 
Within the material sphere, a further rise in the share of 
industry and also agriculture was reported — mainly at the 
expense of the construction industry, transport and 
communications. This movement continued the trend 
relative to 1976-1980. Within industry, the share of fuel 
and chemicals increased further relative to 1980, 
together with engineering — mainly at the expense of the 
consumer industries, construction materials and the 
metallurgical branch. 

_ Plans for 1983 foresee a further contraction in total 
investment volume of about 1.7 per cent. If economic 
growth targets are achieved, the investment ratio would 
fall further to about the level implied for 1983 by the five- 
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TABLE 3.4.9 


Fixed capital brought into operation 
a И ИСО О ОИ СВАНЙ 


Billions of national currency units 


a ОИ 


Percentage of gross fixed capital formation 


я Agric i 
Country and period Total Industry Construction ке Beebe Total Industry Construction apne и 

Bulgaria* 

pipet bade 2 16) nize а om 90.1 83.8 92.2 99.0 95.3 

1980 6.353 2.865 0.162 0.819 0.683 A set Ae oe oe 

1981 6.850 2.542 0.193 0.950 eat ae see ie 
oe Eee 0.841 87.3 78.1 91.8 96.6 87.9 

yee ee 134.89 50.97 6.65 16.71 17.82 94.2 93.9 90.6 101.5 92.0 

abe ; : es 50.78 712 16.49 18.24 88.8 88.5 84.3 99.4 89.5 

pe у 56.29 8.94 16.57 18.87 97.4 94.7 86.7 103.2 100.2 

138.9 58.1 9.77 17.14 16.45 96.9 99.1 108.0 101.7 104.4 

German Dem. Вер. ; 

р 44.4 22.3 1.6 5.1 4.2 92.5 89.9 100.0 98.1 97.7 

о 46.7 23.7 1.5 5.0 4.0 93.2 88.8 115.4 98.0 88.9 

= gi Bs ыы as 
Hungary 

1976-1980 162.4 61.6 3.9 18.9 23.0 87.8 84.2 68.4 73.0 93.1 

1979 182.5 73.1 5.8 26.5 26.2 89.5 90.8 93.5 93.6 93.6 

1980 1977 65.5 4.8 24.4 28.7 93.7 93.2 92.3 94.2 106.3 

1981 170.0 59.7 4.8 27.9 22.8 93.0 90.6 118.4 94.0 92.8 

1982 171.8 59.9 3.5 28.2 21.9 92.7 87.9 88.2 92.8 88.7 
Peland? 

1976-1980 535.1 208.2 827 116.4 54.4 83.2 83.0 101.2 109.2 92.7 

1979 568.7 204.4 39.1 128.1 57.1 88.5 88.6 126.5 110.9 100.0 

1980 493.4 160.5 30.5 124.2 56.0 81.4 16.6 11201 123.3 92.3 

1981 432.9 125.1 20.6 114.2 41.6 89.8 78.9 132.1 126.0 106.9 
Romania 

1976-1980 153.59 69.50 10.57 22.06 17.01 82.4 75.8 95.9 85.8 85.8 

1979 155.31 68.60 11.95 20.71 16.17 76.0 65.8 93.7 о 79.3 

1980 174.45 82.78 9.24 22.94 21.64 82.9 Ths 95.8 81.9 85.6 

1981 174.25 86.41 7.44 27.65 15.56 89.1 85.7 105.8 89.8 78.9 
Soviet Union 

1976-1980 117.60 92.7 

1979 120.1 92.0 

1980 132.0 98.7 

1981 132.6 95.5 


Sources: As for table 3.4.1. 
* Current prices; for Hungary, refers to socialist sector only. 


year plans. Construction activities are expected to fall 
twice as fast as total investment — again, an objective 
consistent with attempts to limit new project starts in 
favour of modernization, reconstruction and extension 
work. It is estimated that, if plans are achieved in 1983, 
the average project gestation period will have been cut by 
one year during the first three years of the current five- 
year plans. Priority will be given to 105 individual 
projects notably in the fuel and energy branches, the 
agro-food complex and those branches contributing to 
state target-oriented programmes or which are export- 
oriented. Increased allocation to agriculture implied by 
these priority objectives could, as in 1981, slow down the 
previous tendency to reduce the share of the farm sector 
in total material sphere investments. 

Investment in the German Democratic Republic fell in 
1982. Up to 1981, its level appeared to have been 
somewhat higher than was implied for that year by the 
five-year plan provisions, but the 1.6 per cent reduction 
in investment in 1982 leaves it only slightly higher than 

planned. Somewhat slower than expected NMP growth 
— particularly in 1982 — has maintained the investment 
ratio at a higher level than planned. These movements 


have also brought about some rise in the investment costs 
of growth. Following the sharp jump in 1976, ICORs 
diminished in each year to 1981, but this downward 
movement was reversed in 1982. 

Investment activity is expressly and directly linked in 
the German Democratic Republic to the promotion of 
labour productivity. The increase in fixed assets brought 
into operation was 5.0 per cent. No annual figures have 
been made available since 1979. But the rise in fixed 
assets brought into operation as a share of investment 
expenditures clearly rose in 1982 if not earlier. The share 
of construction work in total investment in 1982 is not yet 
available, but in industry it was given as “less than 25 per 
cent” in enterprises subordinated to the industrial 
ministries. This represents an apparently big decrease 
from the 31.5 per cent reported for total industry in 1981 
and suggests that the share of machinery and equipment 
may have risen substantially. 

Investment is currently channelled to an increasing 
extent towards specific efficiency-enhancing objectives. 
In 1982, 16 per cent of all expenditures were allocated to 
micro-electronic and robot devices, and to the enrich- 
ment of raw materials. Some 21,900 robots were in use 
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by the end of the year. In total about 40 per cent of all 
investment, and about one half of investment in 
manufacturing industry, is now allocated to “‘rationaliza- 
tion” — the improvement of existing production tech- 
niques. 

With regard to the sector and branch structure of 
investment, no information was given in the plan 
fulfilment report for 1982. There was an acceleration in 
housing construction in 1981 but a fall in the absolute 
level of completions in 1982, suggesting that the sharp 
(1.1 percentage point) rise in allocations to the material 
sphere registered in 1981 compared with 1980 may not 
have persisted into 1982, 

In 1981 there was a further small rise in the share of 
allocations to industry, which took a 3.6 percentage point 
higher share of investment than on average during 1976- 
1980. Within industry, no data are available beyond 
1980, but the stress placed upon rationalization as a long- 
term as well as a current objective suggests further rises 
in the share of engineering, the main technical supply 
branch. 

Plans for 1983 foresee a large reduction in investment 
of 13.4 per cent. This would indicate a return to a similar 
absolute level of allocations as in 1975/1976. It would 
imply a further large fall in the investment ratio — to 22 
per cent from an average level of around 30 per cent in 
1976-1980 — and if the 4.2 per cent NMP growth target is 
achieved, a reduction in the ICOR to about 5.3 per cent. 
This would continue the steady post-1975 decline in its 
level which was interrupted in 1982. Priority is again 
given to rationalization of production processes, and a 16 
per cent rise in expenditures by enterprises themselves to 
this end is listed as a priority target. Investments are to 
be concentrated upon energy substitution, the develop- 
ment of exports, the development of fuel and energy 
potential, the implementation of measures to promote 
the recycling of raw materials, and the accelerated 
introduction of economically effective scientific and 
technical innovations. The pace of housing construction 
is to fall, suggesting a further reduction in the share of the 
non-material sphere in total investment. 

In Hungary, the fall in investment expenditures 
(socialist sector only) in 1982 amounted to an estimated 
—2.5 per cent in volume terms. This was somewhat 
smaller than the contractions registered in the two 
previous years (6.7 per cent in each) and a marked 
change from the average 4.4 per cent growth registered in 
1976-1980. Together with a roughly 1.5-2.0 growth of 
NMP, the investment ratio continued the decline which 
began in 1979 and, at 31.5 per cent, reached a level lower 
than at any time in the previous 12 years. The ICOR, 
however, as in 1981, remained at levels considerably 
higher than the average for 1976-1980. Within total 
allocations, the reduction in the share of machinery and 
equipment continued. Such expenditures in 1982 ac- 
counted for 38 per cent of the total in constant prices — 
compared with about 40 per cent during 1976-1980. 
Thus, new construction work is still taking up a 
significantly larger share of total investment expendi- 
tures than planned. Despite the maintenance of con- 
struction work levels in the total, the sustained slowdown 
or decline in investment has led to some improvement in 
recent years in the relationship between fixed capital 
brought into operation and gross fixed capital formation 
compared with 1976-1980. The percentage share of the 
former in the latter has increased from 87.8 per cent to an 
average of about 93 per cent during 1981/1982, though 
these represented marginal declines on year earlier 
figures in both years. This again, suggests that little 
improvement in reducing gestation periods has taken 
place since 1980. However, virtually no information on 
progress in these respects was given in the plan 


fulfilment report for 1982. Some light on this is shed by 
data on large-scale investments. Estimates suggest that 
the value of total large scale investments, which reached 
29 billion forints in 1978 (some 16 per cent of total 
investment expenditures), fell to about 20 billion forints 
in 1982 (13 per cent of the total). In fact, only 3 large- 
scale constructions were started in 1982. But of 23 large- 
scale investment projects under construction at the 
beginning of 1982, only 3 were put into operation in the 
same year. Thus, the limited evidence suggests that 
while the number of large projects has been cut, a good 
deal of dispersion of effort may have persisted in smaller 
construction-intensive projects not subject to close 
central scrutiny. 

Sectoral and branch distribution estimates for 1982 
indicate that the share of the material sphere in total 
investment rose somewhat in 1981 and declined in 1982. 
The estimates for 1982 suggest that, in sharp contrast 
with other countries of the region, some fall in the share 
of industry in material sphere investment has taken 
place. This reinforces a movement already evident in 
1980/1981 compared with the average for 1976-1980. 
The main beneficiary sector was agriculture, the trade 
and procurement group and, in 1982, transport and 
communications. Within industry, the estimates suggest 
a 1.6 percentage point decline in the share of energy 
compared with 1981, though in 1982 it was still 2.3 points 
about the average level in 1976-1980. The share of fuel 
may have remained the same as in 1981; in the latter 
year, the fuel and energy branches combined had 
increased their share in total investment by almost 6 
percentage points as compared with 1976-1980. This 
was achieved at the expense of a 2.2 percentage point 
decline in the engineering branches’ share of industrial 
investment compared with 1976-1980, as well as big 
declines in the share of the contruction materials 
branch. These movements are consistent with official 
statements which mentioned the fact that, in accordance 
with priorities set, investment subsidies were paid to the 
fuel, oil and gas extraction and energy branches, for 
waste recycling, to transport, foods and grain storage and 
distribution, and also for educational purposes. 

Plans for 1983 foresee a further intensification of the 
tight investment policies planned over the last few 


years. Although no precise annual plan figure was 
published in volume terms, official statements suggest a 


10 per cent cut in investment in 1983.25° This would 


bring about a decline in the investment ratio of a further 
4 percentage points — to 28 percent. At this level it would 
stand some 5 percentage points below the level of the 
five-year plan. No new large projects starts will be 


authorized. It was also announced that, where an 
investment project contains a large construction compo- 


nent, authorization for its start will be given only in 
exceptional cases. 


In Poland, the level of investment in 1982 fell by a 
further 16 per cent to an estimate 348 billion zloty in 1977 
prices — the lowest level since 1974. The decline has been 
very rapid since 1978, the peak year of investment, when 
the figure was nearly twice as high as in 1982. The 
investment ratio in Poland in 1982 fell as low as 26.1 per 
cent, compared with 40.5 per cent in 1975 and an average 
of 36.1 per cent during 1976-1980. In fact, figures 
reported in current prices indicate that the value of 
investment in the socialized economy — about 90 per cent 
of total investment — was 816 billion zloty in 1982.25! Of 
this, construction expenditures amounted to a still very 
high 62.4 per cent of the total, and machinery and 
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equipment expenditures to 33.5 per cent. Both the fall in 
total investment and the fall in the share of machinery 
and equipment can be directly traceable to import cuts. 
Engineering output was sharply reduced in 1982 as 
imported raw materials and components dried up, and 
the steep 15 per cent fall in imports of machinery and 
equipment in the same year further tightened the supply 
of investment goods. 

Published statements suggest that no new project 
starts have been initiated in the most recent years. 
About 1,500 projects, large and small, have been 
suspended, involving the freezing of assets worth 130 
billion zloty — about one third of current investment 
levels at 1977 prices. Of completions planned for 1982, 
only 60 per cent were put into operation. 

Data for 1981 show that the cuts have affected the 
material sphere of the economy more than the non- 
material sphere compared with the average for 1976- 
1980. In that year there was a further fall in the share of 
the material sphere in total investment of 1.3 percentage 
points, which represented a decline of more than 4 
percentage points below the average for 1976-1980. The 
pattern was rather similar, within the material sphere, 
with regard to the share of allocations for industry. In 
1981, industry’s share was 4.3 percentage points lower 
than the average in 1976-1980. By contrast, the share of 
agriculture had risen by the same amount. Within 
industry, similarly substantial changes in the structure of 
investment took place. Though there were small falls in 
the share of fuel and energy in the total compared with 
1980, these two branches together accounted for a share 
of investment more than 10 percentage points higher 
than the average for 1976-1980. The share of metallurgy 
fell by 7.5 percentage points. Of the remaining branches, 
the food industry increased its share by 2 percentage 
points while all other branches registered losses ranging 
between 0.1 and 1.7 percentage points compared with 
the 1976-1980 average. 

Plans for 1983 indicate a reversal of the falling trend of 
investment with a 1.6 per cent rise in volume terms. 
Almost all these allocations will be spent on the 
completion of existing projects, with only 3 new starts 
planned. The 73 larger projects under construction will 
all be directly managed by the central authorities. 
Attention will be concentrated, as in the recent past, on 
the food complex (agriculture plus the food processing 
branch) which will receive 28 per cent (stated to be 270 
billion zloty) of all material sphere investment. About 14 
per cent of investment will be allocated to the fuel and 
energy complex. There will also be significant alloca- 
tions to housing — stated to be some 280 billion zloty or 29 
per cent of total investment. It has been decided that no 
additional projects will be frozen in 1983, but further cuts 
may be made to others currently under construction. 

In Romania, the fall in investment in 1982 amounted to 
2.5 per cent - compared with a 5 per cent rise planned for 
the year. This followed a7 per cent decline in 1981. The 
investment ratio — which, although the highest in the 
region in the early 1970s, has fallen back steadily since 
1980, and declined by a further 2 points to 35.9 per cent 
in 1982. This is 4.6 percentage points lower than the 
average for 1976-1980. The investment costs of growth, 
which have been much lower than in other countries of 
the region because of past high NMP growth rates, have 
more than trebled if the ICORs of 1981 and 1982 are 
compared with the average of 1976-1980. The decline in 
investment gave rise to a further upturn in the volume of 
fixed asets brought into operation compared with 
investment expenditures — 89.1 in 1981 compared with 
82.9 per cent in 1980. Although there was no repeat of 
the big increase in fixed assets brought into operation 
which took place in 1980, the ratio had by 1981 improved 


sharply over the average for 1976-1980, maintaining the 
accelerated rate of commissioning of new plant which 
pee in the final year of the five-year (1976-1980) plan 
period. 

In 1981, a further small shift towards investment in the 
material sphere took place — as in most other countries. 
Within the material sphere, there was a substantial rise 
(of 3.7 percentage points) in agriculture’s share com- 
pared with 1980 — to a level 3 full percentage points 
higher than in 1976-1980. This was mainly at the 
expense of investments in transport and communica- 
tions, where there was a contraction of 3.8 percentage 
points over 1980. The small decline in industry’s share 
still left its proportion in total investment over 1 point 
higher than in 1976-1980. Within industry, there was a 
big shift in resources towards energy (2.5 percentage 
points) and fuels (2.7 percentage points) compared with 
1980. Thus the two branches increased their share by 4.3 
percentage points over the average for 1976-1980 — 
mainly at the expense of metallurgy and all other sectors 
but engineering and the food industry. No comparable 
figures are available for the sectoral allocation of 
investment in 1982. However, a breakdown at current 
prices given in the plan fulfilment report indicates that 
the cuts in overall investment may have fallen principally 
upon the industrial sector. These resulted from big 
increases in the share of transport and communications 
following cuts during 1981. : 

Plans for 1983 foresee a small rise in investment (0.7 
per cent) which, if the NMP growth target is achieved, 
would involve a further fall in the investment ratio. The 
plan document continues to stress the importance of 
accelerating the rate of project completions, and the 
timely commissioning of new productive plant. The 
central task for 1983 in the sphere of investment is thus 
the putting into operation of more than 500 major 
industrial and agricultural projects (somewhat less than 
the 568 projects wholly or partly commissioned in 1982). 
It has been announced that no work on new projects will 
begin — apart from a number of specially approved ones — 
until all those under construction are completed. 

Investment developments in the Soviet Union, where 
allocations rose in volume terms by some 2 per cent in 
1982, contrast sharply with the decline in all countries of 
eastern Europe. The increase was in fact over twice as 
high as the 0.9 per cent rise planned and leaves 
investment about 2.7 per cent above the level expected 
under the 1981-1985 five year plan provisions. A trend 
towards some degree of overfulfilment of investment 
plans, which also appeared in 1976-1980, thus contin- 
ues. Nevertheless, investment has grown less rapidly 
than NMP, and the investment ratio, at 28.8 per cent, 
continued a small but steady decline which began in the 
early 1970s and has persisted, with some interruptions, 
until the present. However, the investment cost of 
growth, as reflected in the ICOR, continued at consider- 
ably higher levels than expected under the five-year 
plans for 1981-1985. 

Improvements came about in concentrating invest- 
ment resources in 1982. The share of fixed assets 
brought into operation in total investment, which fell to 
95.5 per cent in 1981, still remained at a higher level than 
the average for 1976-1980 (92.7 per cent), and there was 
a further improvement (to an estimated 98.7 per cent) 
according to preliminary figures for 1982. It was stated 
in the plan fulfilment report that the share of unfinished 
investment in the total fell in 1982, but that the 
improvement was not sufficient. For state investments, 
the ratio fell from 86.3 per cent in 1981 to 85 per cent in 
1982. There was a further increase in the share of 
machinery and equipment in total investment at least up 
to 1981 (expenditures on machinery and equipment grew 
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twice as fast as expenditures on construction work), to 
reach a share 2.3 percentage points above the average 
level for 1976-1980. 

The structural pattern of investment in 1981 changed 
very little but shows a further shift of resources (0.5 
percentage points) towards the material sphere. Within 
the material sphere, the share of industry increased 
slightly, while those of agriculture and especially 
construction decreased. The main net beneficiary sector 
was trade and related services, which rose to a level 1.5 
percentage points above the average for 1976-1980. 
This is in line with a decree published in 1981 specifying 
improvements in the distribution and retail trade 
network. The flat trend in housing construction suggests 
that some further increase in the share of the material 
sphere may have taken place in 1982 also. With regard 
to allocations to industrial branches in 1981, there was a 
further shift of 1.5 percentage points in favour of fuel, the 
share of which in that year was close to 4 percentage 
points higher than in 1976-1980. The share of chemicals 
fell by another 0.7 percentage points in 1981 — to a level 
2.2 percentage points below 1976-1980. No information 
on the sectoral and branch distribution of investment 


allocations is available for 1982. 

Plans for 1983 call for a further increase in gross fixed 
capital formation to a level 3.2 per cent more than 
recorded for 1982. This would bring about a further 
decline in the investment ratio, and also some improve- 
ment in the ICOR if the NMP growth targets of 3.3 per 
cent is attained. The ICOR would however remain at a 
higher level than implied by the five-year plan targets. It 
is planned to bring about a big further rise in the share of 
machinery and equipment expenditures in the total — to 
42.1 per cent compared with 38.5 per cent in 1981 anda 
39.1 average planned for 1981-1985. Again, the plan 
stresses that new allocations should be used to modernize 
existing plant rather than for new starts, and calls for a 
very large fall in the ratio of unfinished construction to 
capital investment — to 78 per cent in the case of state 
investments (compared with 85 per cent in 1982). Again 
in the interest of concentrating investment expenditures 
in the termination of existing projects, it is intended to 
cut down the number of new large project starts (those 
valued at more than 3 million roubles will thus be 
subjected to closer scrutiny). 


3.5 CONSUMER INCOMES AND SUPPLIES 


Overall allocation of resources for domestic use (net 
material product distributed) in eastern Europe and the 
Soviet Union in 1982 was closely linked with general 
economic developments analyzed in section 3.1 above 
and in previous issues of the Economic Survey of Europe. 
In this section, therefore, some particular current aspects 
of these developments will be examined. In the first sub- 
section, variations in past relationships between rates of 
growth of the component demand elements, and also 
differences in responses to the deceleration in resource 
availabilities recorded over the last few years, are 
analyzed. In the second sub-section, nominal wage and 
income flows are examined in order to illustrate 
relationships between general economic development 
and the various income categories (wage and non-wage 
incomes). The third sub-section aims at illuminating 
price changes and briefly surveys developments in price 
levels and price formation policies in the region. In the 
fourth sub-section, the changing trends of real wages and 
real incomes which have resulted from changes in 
resource availabilities and allocation priorities are 
discussed. The fifth sub-section examines the most 
recent developments in personal savings. The last two 
sub-sections investigate various aspects of consumption 
levels and patterns, and their recent consequences for 
retail trade. 


3.5@) Changes in the allocation of net material product 


Significant year-to-year variations in growth rates of 
NMP distributed were recorded well before 1979 
(especially in eastern Europe between 1960—1978).?>? 
These often took the form of a sharp growth decelera- 
tion, were usually investment-induced and rarely lasted 
for more than two years. They were often caused by 
previous excessive growth of distributed as compared to 
produced NMP, originating in a build-up of import 
surpluses leading to increases in unfinished investment 
and to the accumulation of inventories. After a relatively 
short time, the deceleration was usually followed by a 
new growth phase. The new feature of recent trends in 
the allocation of resources to domestic end-use categories 
in eastern Europe and the Soviet Union is that, along 
with substantial changes in the allocation of NMP, the 
constraints on the availability of resources for domestic 
use seem likely to persist for some time to come. This 
could inhibit possibilities for reversing these trends after 
a short time in the same way as in the past. 

Taking the period 1979-1982 as a whole, the countries 
of eastern Europe and the Soviet Union may be divided 
into two subgroups: those with positive growth rates of 
NMP distributed and those where they have been 
negative (see table 3.1.9). As a consequence, the setting 
for changes in national income shares was different in 
the two groups. ; 

Bulgaria, the German Democratic Republic and the 
Soviet Union might be classified in the first group. In 
Bulgaria, there was a deceleration in the growth of 
distributed national income in 1979 (as also in some 


252 See editions of the Economic Survey of Europe during the period 
mentioned (table 1 from 1960 to 1971, table 1.2 or text table from 1972 to 
1979, table 3.1.2 or 3.1.9 for subsequent years). 
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other countries of the region), but there was an upward 
change in the trend leading to a rather high rate of 
growth in distributed national income in 1980-1981. 
Upswings in distributed NMP in the final year of a five- 
year plan period were far from rare in the region before 
1975. The phenomenon was caused partly by plan- 
fulfilment-conscious investment management, and also 
by attempts on the part of ministries and enterprises to 
take pre-emptive action in anticipation of possible 
restrictive policies in the subsequent period. Bulgaria 
probably followed this pattern of growth also in 1980 and 
in 1981. However, from the incomplete information 
available on 1982, it seems probable that Bulgaria 
switched to a relatively low rate of growth of NMP 
distributed in 1982. In contrast with Bulgaria, the 
German Democratic Republic (except in 1980), together 
with the Soviet Union, recorded only minor variations in 
terms of growth rates of distributed NMP up to 1981. In 
the latter year the German Democratic Republic too 
increased the share of consumption in NMP distributed. 
The size of the change was, however, much smaller than 
for other countries of the region. The falling share of net 
capital formation as against consumption appears to 
have continued into 1982. In the case of the Soviet 
Union, a lower rate of net investment relative to 
consumption appeared in 1979-1981. But the decelera- 
tion of overall growth rates was less significant than in 
most east European countries. 

In the second group of countries (Czechoslovakia, 
Hungary, Poland and, probably, Romania), efforts to 
redress the balance of payments within a short period 
resulted in an absolute decline in NMP distributed. In 
Czechoslovakia, an important shift in distributed NMP 
appeared in 1981 with an almost 25 per cent drop in the 
level of net capital formation. Net investments were also 
cut further in 1982. In Hungary, net capital formation 
fell by 8-10 per cent annually after 1979. In Poland, net 
capital formation fell in relative and absolute terms in 
every year during 1979-1981. In 1982 the same trends in 
levels of net investment probably continued, though 
consumption declined by a roughly similar amount. For 
Romania, no information on annual changes in the 
allocation of NMP is available. However, five-year 
averages of the shares of consumption and net capital 
formation are regularly reported. Taking into account 
the high shares of net capital formation in 1976-1980 and 
stagnating or declining investments in 1980-1982 togeth- 
er, it can be assumed that net capital formation fell 
during the last two years (table 3.5.1). 

Thus in the last two years, and especially in 1982, the 
share of net capital formation in the NMP distributed 
dropped in all countries of the region. Consequently the 
share of consumption increased in every country com- 
pared with the average for 1976-1980. Inter-country 
differences between growth rates of NMP distributed, 
and in the relative rates of growth of net investment and 
consumption, became more marked io though the 
consequent structural changes were similar. In the first 
group of east European countries (Bulgaria, the German 
Democratic Republic and the Soviet Union), the share of 
consumption increased by 1-3 points during 1979-1982. 
In the second group, structural changes in NMP 
allocated were more intensive, especially in 1982. Thus 
in Czechoslovakia and Hungary, net capital formation 
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TABLE 3.5.1 


Allocation of national income 
(Percentage share) 
eee — Е сны 


Net capital formation 


Consumption 


of which: of which: 
Period Total pacts Inventory Total Personal Social 
Bulgaria 
71076-1980 eee ens 25.6 74.4 
1979 СН 24.2 75.8 
О Sr es 25.2 74.8 
1981 НТ и. 26.9 73 
1982 Че ок 245% 755" 
x ака 
ею РО ОМ 25 21.0 4.7 74.3 54.3 20.0 
1979 Pee ТЕТ < 24.6 19.3 Do 75.4 55.1 20.3 
1980 бе. МЕ 26.0 18.5 US 74.0 53.8 20.2 
1981 SA oa) SOMES ae 20.0 17.0 3.0 80.0 57.8 22:2 
1982 А кт SF 18.0* 82.0* 
1983 plan 170% 83.0* 
German Democratic Republic 
1976-1980 . i Ар БЕ 23.0 77.0 64.0 13.0 
1979 р А 21.3 78.7 65.6 13 
1980 Sa ee ara Tae 22] ДЗ 64.9 12.4 
1981 en an a eae ea 21.9 78.1 65.6 12.5 
1982 SS ce te ak 20.0* 80.0* 
Hungary 
1976-1980 Ре OF aes 25.8 19.5 6.3 74.2 63.8 10.4 
1979 See Gen. Se 24.1 20.8 0.8 75.9 64.8 11.1 
1980 Roe, ae 21.8 19.1 1.8 78.2 66.7 ly hee: 
1981 eee oe a м 20.0 14.4 3.0 80.0 68.1 ES 
1982 ek te ЕТ ae 16.0 84.0 
1983 plan 15.0* 85.0* 
Poland 
1976-1980 Ч. «НЕ 28.4 24.0 4.4 71.6 60.0 11.6 
1979 мае 0: 257 22.7 3.0 74.3 61.8 12.5 
1980 У с. Seeiceh 24 20.3 17.3 3.0 79.7 66.3 13.4 
1981 ть гео 9.1 10.7 —1.6 90.9 76.0 14.9 
1982 Е о ae ЗЕ 10.2 89.8 73.4 16.4 
Romania 
1976-1980 tie ee? 36.3 63.7 
1980 Я аа № 36.0* 64.0* 
1981 О. 34.0* 66.0* 
1982 Oe ge eres Mae: ot 30.0* 70.0* 
Soviet Union 
1976-1980 SST Ee 25.9 74.1 
1979 и И 25.5 74.7 
1980 че в, ck ee ae 23.9 76.1 
1981 И es a 23.4 76.6 
1982 fob eee, ees 2398" 76:7* 
1983 plan fo) КА 22.0 78.0 


-—_——————————— es 


Sources: National statistics, plans and plan-fulfillment reports. 


dropped from one quarter of NMP distributed in 1979 to 
one-fifth in 1981 and probably fell to 15-17 per cent in 
1982.253 The east European countries followed for a time 
a converging pattern of resource allocation, such that by 
1980 (with the exception of Romania) a net investment to 
consumption ratio of 1:3 emerged. But after 1980 this 
structural uniformity was changed and by 1982 impor- 
tant differences in patterns of allocation had reappeared. 

It is also worthwhile noting that these changes in the 
structure of NMP distribution show some common 
features at lower levels of aggregation. Firstly, it appears 
that in the first phase of deceleration in some countries 
the drop in net capital formation reflected changes in 
inventory levels more than changes in the levels of net 


253 Assuming that the decline in gross investments, in relation to net 
investments, is similar to that which occurred in 1981. 


fixed capital formation. This would imply that some 
degree of inventory accumulation preceded the austerity 
measures in Czechoslovakia and Hungary. In other 
words, to bring about redressment of balance of tradé 
difficulties under unusual conditions the authorities 
followed the conventional course of drawing down 
stocks. Secondly, in the follow-up period, strict inven- 
tory control was maintained and even reinforced by 
accelerated reduction in the level of net fixed capital 
formation in the above-mentioned countries. Thirdly, on 
the consumption side, the ratio of private to total 
consumption remained basically the same as during the 
last few years, although in Czechoslovakia and Hungary 
the traditional (and slow) increase in the share of social 
consumption continued in 1981 and probably in 1982. 
Obviously, in contrast with net investment, the structure 
of consumption showed a certain stability. In 1979- 
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TABLE 3.5.2 


Average monthly nominal wages 


NS FRO ee ny 


Average wages 


Percentage changes 


in 1981 
(in nationa! 1976— 

Country currency units) 1980 1979 1980 1981 1982 Pita 
Bulgaria. 2 EAP! 203 4.9 4.9 13.0 4.5 32 
Czechoslovakia. . . 2685 28 2.5 24 16 21 1.0 
German Dem. Вер... 1046 3.0 3.0 15 2.4 28 | 
Hungate es) А. 4 244 6.2 7.0 7.4 6.2 UL? 3.6 
Poland ос, AEA; 7311 8.0 8.8 1385 26.3 54.8ь 
Romania Sa о 2 340 4.3 4.8 6.2 4.6 7.82 Ma 
Soviet Unione, 4.1: . 173¢ 3.0 2% 3.4 Dal 2.8 1.9 


Sources: As for table 3.5.1. 
“ January-June. 


° Including compensation for price changes and pay for work on free Saturdays. 


с Some 238 roubles, including social transfer payments. 


1982, the slow increase in consumption in some 
countries, and the maintenance of its real level in others, 
remained a top priority target along with the redressment 
of external debts up to 1981-1982. In some countries, 
however, according to the 1983 plans, consumption will 
increase only slightly. In others, consumption is expect- 
ed to stagnate or drop. In Czechoslovakia, consumption 
growth is planned close to 2 per cent. In Hungary there is 
a planned decline, while some increase is scheduled in 
the Soviet Union. In addition, the consumption plans of 
some countries seem conditional upon debt servicing 
performance. In this respect, it would appear that 1982 
was already something of a turning point for Czechoslo- 
vakia, Hungary and, according to tentative estimates, for 
Romania too. In Poland, a decline in consumption 
continued until the end of 1982. 


3.5(ii) Nominal wages and nominal incomes 


In 1982 nominal wages in most countries increased 
more slowly than in 1981. In 1982, as policy makers 
sought equilibrium through more restrictive allocation 
policies, a slight drop in the growth of wage flows was to 
be expected. Part of this deceleration was in all 
probability automatic, since in the centrally planned 
economies the upward movement of wages usually 
closely follows movements in enterprise output. Another 
element, however, can be considered as the result of 
attempts by the authorities to stabilize the upper ceiling 
of wage growth — for instance by reducing wage fund 
increments in general, and applying greater selectivity 
with regard to access to different bonus funds during the 
year. There are indications that such a policy, inter alia, 
was followed in Czechoslovakia and Hungary.*** In 
Bulgaria, the trend of 5 per cent wage increases (which 
rose as high as 12.0 per cent in 1980, in line with the 
upswing in the distributed NMP growth rate) decreased 
to 4.0 per cent during 1982 (table 3.5.2). In Czechoslova- 
kia, no deceleration was recorded in 1982. However, 
average wage increases in the plan for 1983 indicate that 
there is recognition of the need to include nominal wages 
in the redressment process. In Hungary, the growth of 
nominal wages in 1982 was similar to 1981, but is to 


254 See, for example, speeches of Mr. I. Hetenyi, Minister of 
Finances, and Mr. F. Havasi, Secretary of the Central Committee of 
the Hungarian Socialist Workers’ Party during the winter session of 
Parliament, Népszabadsadg, 17 December 1982, pp.2-3; and Mr. S. 
Pota¢, Deputy Prime Minister, at the 7th session of the Central 
Committee of the Communist Party of Czechoslovakia, Rudé pravo, 26 


November 1982. 


decelerate in 1983. In Romania, data for January-June 
1982 indicate а 7.8 per cent increase over the same period 
of 1981. In the Soviet Union, wages showed a small 
deceleration in growth rates in 1981, but nonetheless 
continued to increase at a similar pace to that of the 
previous four to five years. However the 1983 plan calls 
for a more moderate increase in nominal wages. 

Similarly to nominal wages, the trend of nominal 
incomes changed slightly in 1981 and 1982, although 
variations in terms of growth rates were smoother than in 
the case of wages (table 3.5.3). With the exception of 
Poland, growth in nominal incomes as a whole in eastern 
Europe continued to exceed growth in nominal labour 
income (wages and bonuses) in 1982, reflecting mainte- 
nance of the trend of faster growing non-labour incomes 
(especially pensions). In Bulgaria, where there is no 
direct record of total nominal income, a rather high rate 
of nominal payments from social transfer funds is 
consistent with this assumption. In Czechoslovakia, 
differences between labour and non-labour incomes 
widened after 1979 and 1980, because of a simultaneous 
deceleration in wage increases and a sharp upswing in 
transfer payments — especially pensions. The German 
Democratic Republic and Hungary followed largely 
similar paths, although in the former country the size of 
the changes in nominal income growth is closer to that in 
Czechoslovakia than in Hungary. Nominal incomes in 
the Soviet Union are not yet known. However, available 
data show a rather high (5.0 per cent) rate of growth in 
pensions (the most important source of transfer pay- 
ments), while the already quoted slower rate of growth in 
nominal wages indicates that the aggregate increase in 
nominal incomes can be expected to range between 3.0— 
3.5 per cent in 1982. In Poland the 1983 plan gives 
priority to increasing labour incomes at rates lower than 
those reached in 1982 (43.8 per cent for wages and 63.0 
per cent for total money incomes). The plan objective is 
to reduce excess purchasing ро\мег.?5° 

It seems probable, and it is indeed directly suggested in 
some of the national plans, that the slowdown in growth 
rates of nominal incomes in 1983 can be expected to fall 
mainly on labour incomes throughout the region. In the 
case of non-labour incomes the increase consists of two 
elements in most countries (table 3.5.3). First, there is an 
autonomous increment due to the rise in the number of 
pensioners, increases in maternity leave and similar 


255 The inflationary overhang, defined by the Polish authorities as 
the gap between the total-wage-fund and the value of retail sales, 
attained some 500 billion zlotys by the end of 1982; Zycie Godpodarcze, 
2 February 1983, p.3. 
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TABLE 3.5.3 
Money incomes 
(Average annual percentage change) 
ee ЕЕЕЕ 


Total Wage and Income Pensions and social benefits 
money wage-like from Е 
Country and period income income agriculture Total Pensions 
a ek ea a ИДИ a a te a 
Bulgaria 
8 1976—1980 a ee ов 7:3 9.0 9.2 10.9 
19790 о - м. 6.3 3.6 6.7 7.9 
19800. ща. ae 12.1 6.3 25.7 21.0 
1981 Ех. А “Se 5.8 4.2 4.0 73 
Plan 1982 ae Ч ae Ay ae 10.1 11.9 
1982S Seo а. = г 4.0* ie pe fe 
Plan 1983 EE ORE Bok ae 5 ws ae 
Plan 1981-1985 ane eee ae 5 ne 3.2 
Czechoslovakia 
1976-1980 ...... 4.1 4.0 1.6 5.7 6.2 
О о 9 3.6 3.4 1.8 5.7 5:3) 
1 SOR este: OS eas, nl 4.0 sks) 55 8.1 Ио 
1981 сх ОО ee 2.6 2.5 2.2 1.9 5.3: 
Plan 1982 + ee eee Oe 2.6 2.0 is 3.0 ae 
1982 Seer a eS see il st 4.0 2.8 8.5 7.8 
Plan 1983 И ee 2.0 1.3 37 
German Democratic Republic 
1976-1980 ee ae ae 3.6 2.8 >: As 4.9 
ОО Че arti we 3.0 3.0 a6 5 0.4 
1980 Peers. ое О. Е 25 1.5 ae ore 10.5 
1981 А Ate SS 3.3 2.4 a 
Plan 1982 eA. с 4.0 ste 
1982 Oe И Rass 3.0 20% 
Plan 1983 о ae ne 3.0 
Plan 1981-1985 АЕ ЗИ 
Hungary 
1976-1980 щен лик: ей 8.2 7.0 10.9 12.1 13.0 
YR See, Setar ВТ 8.7 6.3 6.7 18.6 21.8 
NOB Oe ec eek се 8.4 6.5 7.9 14.0 15.8 
1981 Soy (Sal erat aes 8.1 6.2 8.0 8.1 9.0 
Plan 1982 a 6.0 it а sia 33 
Тов Tarde Ot. Bet © 6.0* 5.6 6.2 9.0 12.0 
Plan 1983 a, Se ae 5.0* 3.5-3.8 a 
Poland i 
1976-198 ee aoe eae 11.2 9.7 10.8 16.5 19.7 
TOTO УТ ОА хе. 9.9 9.1 6.4 17.3 20.8 
TOSOTE SPR Re HE 12.1 13.0 8.8 15.6 17.4 
1981 ам Ро а а 31.1 27.0 61.9 37.0 28.7 
19825: виа и 63.0 43.8 66.0 138.0 
Plan 1983 eet ital te: 12.5 16.0 5 ie 
Romania 
1976-1980) payee эм и ar 5.4 6.1 в 35 
ый eas See eee 55 5.0* 5.8 we 2:5 
С и ААВ ИЕ С ых 65% + к 1.5 
1981 о ср чи 6.3 5.05 25 ов 3.4 
Plan 1982 er a. ies we ae 3.2 us 1.9 
1982 ee ЧЕ ee eee or 7.8 ae 
Plan 1983 doe: id 
Plan 1981-1985 3.4 2.0 
Soviet Union b 
1976-1980 a ia mee 4.9 5.0 Sy? 55 6.6 
оо Сре ee OE 4.0 4.0 1.6 22 5.9 
1980. ео КНУ UTR ЭР 5.2 1.1 ИЗ 7.8 
1981 © мася 32% 3.7 3.5 1.1 5.4 6.3 
Plan 1982 by Pil pas” Wu Cae а 3.2 se Ae ne 
1982-4, к мм 5% 3.0* as 5.0 
Plan 1983 eee, aS ae aa 2.4 21 4.7 
Plan 1981-1985 es о a и ts 3.7 


SS 


Sources: As for table 3.5.1. 

Note: Money incomes shown in this table differ in coverage from nominal incomes in that they exclude a number of (non-monetary) items 
which are included in the latter (payment in kind of collective farmers, consumption of self-produced food, non-monetary benefits of the 
population such as consumption in hospitals, etc.). 

< Non-socialized sector only, 1976-1979. 

ь Collective farmers only. 

‘ January-June 1982 compared with the same period of 1981. 
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reasons. Second, successive adjustments in every second 
or third year have tended to increase the share of non- 
labour incomes in the total. Such adjustments took place 
in Bulgaria, Czechoslovakia and the German Democrat- 
ic Republic, for example, between 1980 and 1982. In the 
case of wage incomes, development will reflect the 
growth of output expected in most countries. In addition 
there is a need in most countries for a short-term 
redressment of the balance of payments. Thus even 
nominal incomes have less room to grow without, ceteris 
paribus, endangering market balances or export сарас1- 
ties. Downward movements in wages would however be 
a sensitive issue. But upward movement is largely 
restricted both by output and financial ceilings. How- 
ever, some branches or enterprises will benefit more than 
the average from incentive systems tied to plan fulfil- 
ment, export supplies, import substitution or energy 
economies. Hence, the expected slowdown in labour 
peel growth will not uniformly affect the entire labour 
orce. 

With regard to the sectoral and branch differentials in 
nominal wages, available data show clearly that, despite 
minor variations, no real change has occurred since 1970 
(table 3.5.4). There was a slightly more marked change 
in terms of employment. From these figures two 
conclusions can be drawn. First, the data suggest that 
despite the important changes in the external environ- 
ment of the centrally planned economies described 
elsewhere (including changes in the relative export 
capacity of branches, in their relative import intensity 
and in their external price relatives) wage differentials 
remained stable. Employment structures in those coun- 
tries do not seem to be associated with changes in wage 
relatives.2°© Second, and consequently, the rather mod- 
erate plan targets for wages in 1983 is likely to affect all 
branches more or less equally. If so, the incentive power 
of wage increases may not work in the direction 
required. Recognition of this problem is implicit in most 
countries’ plans, which emphasize that wage increases 
should be closely connected with priority objectives — 
particularly in the field of export stimulation, import 
substitution and the attainment of economies in the 
consumption of energy. 


TABLE 3.5.4 
Standard deviation of average monthly wages across sectors of 
employment? 
(Percentages) 
1970 1975 1980 1981 
Прато В oh. 122 12 12:2 13.2 
Czechoslovakia . . . . 13.6 12.6 12.6 13.6 
Нопрапу ЕО № 6.0 6.9 6.9 6.9 
РОН Е, tree 15:0 11.4 10.7 10.7 
Romartiageraets (59) 54. |: ИЗ Tt 6.9 6.9 
МЕНЮ. + «i198 19.3 17.2 17.6 


Sources: Computed from the CMEA Yearbook 1982, рр.391-394. Е | 

№ пе branches of the national economy according to the CMEA classification. The 
mean used here is the weighted monthly average of wages per head in the whole economy. 

ь Because of important changes in classification the figures given for 1970 and 1975 are not 
strictly comparable with the rest. 


3.5(iii) Consumer prices and price policies 


Little information about consumer price changes in 
eastern Europe and the Soviet Union in 1982 has been 


256 This conclusion echoes the general lack of correspondance 
between the price changes for investment work and the branch 
allocation of investment discussed in section 3.4 above. 


published so far. However, it seems probable that 
individual countries maintained past price policies, 
within which three main orientations can be distin- 
guished. First, in the German Democratic Republic and 
the Soviet Union, aggregate price levels have changed 
only a little during the last few years. Second, in 
Bulgaria, Czechoslovakia and Romania, prices have 
moved more strongly during the last four to five years, 
but they have tended to provide a retrospective adjust- 
ment to the build-up of supply and demand imbalances 
after they have become apparent. Third, in Bulgaria, a 
large scale price adjustment took place in consumer 
markets in 1980 which resulted in an overall consumer 
price rise of 14.0 per cent increase (table 3.5.5). 

In Czechoslovakia, price changes of a magnitude 
similar to those of 1979 were repeated in 1982.257 The 
case of Hungary is different again, following a relatively 
active consumer price policy which has resulted in 
consumer price increases of almost 8 per cent annually 
during the last four years. Poland presents a further 
unique case. Price changes were instituted some time 
after changes in the balance between supplies and 
nominal incomes had begun to be apparent in 1980 and 
1981. There was a 21.2 per cent rise in 1981 but there was 
a much more substantial rise in 1982 — a doubling of the 
current price level. 

Even if 1982 brought no comprehensive follow-up to 
the piecemeal price adjustments which had taken place 
under customary price management policies, certain 
modifications began to appear in terms of past price 
relationships on consumer markets on the one hand and 
in producers’ markets on the other. It seems likely, that 
in 1982 the most important characteristic of price 
policies in eastern Europe and the Soviet Union is not 
reflected so much in changes in the overall index itself, 
but in changes in price relatives. 

It is important to note three characteristics of price 
policy between 1979 and 1982. First, as already noted, 
price changes were virtually always followed by a largely 
offsetting increase in nominal incomes. Second, the most 
important price increases were those affecting food- 
stuffs. There are two reasons why the price increases fell 
mainly upon food (except in the Soviet Union). In the 
first place, until 1975-1979, the price relatives which had 
prevailed in the industrialization period still persisted in 
most countries. In broad terms, this meant a relatively 
higher price level for industrial consumer goods and a 
relatively low price level for foodstuffs — the latter having 
been considered (as it generally still is) as a basic social 
necessity. At the same time, the relative cost position of 
foodstuffs changed substantially in the region. Mainte- 
nance of existing price levels absorbed an increasing 
amount of resources via state subsidies which channelled 
revenues from the budget to consumption in a non- 
performance dependent way. Even the most recent price 
increases on foodstuffs (a 25.0 per cent rise in Bulgaria in 
1980, an almost 9 per cent annual rise between 1979 and 
1981 in Hungary, and a rise of more than 12 per cent 
annually in Poland between 1979-1981) did not marked- 
ly decrease state subsidies. Third, along with increasing 
food consumption in eastern Europe and the Soviet 
Union, foreign trade in foodstuffs increased sharply to 
become an important fraction in centrally planned 
economies’ imports from the developed market econo- 
mies. Moreover, the significantly increasing energy and 
chemical industry input of food production, partly due to 
imports, contributed heavily to the rise in food subsidies. 

In 1982 efforts to Лик consumer prices more closely with 


257 In 1982 there was an estimated 4 per cent overall increase in 
consumer prices including a 7 per cent increase in food prices. 


190 Eastern Europe and the Soviet Union 
Е В ech ns а 


TABLE 3.5.5 


Consumer price index 
(Average annual percentage change) 


a ee Ses ee ee ee eS 


Country and year Total 
Bulgaria 
1976-1980) ое. 4.0 
L979 pe ae A ee 4.6 
1980 oie 14.0 
ос Gey ashe 0.5 
Czechoslovakia 
1976—1980, 4. tee io & Dal 
1979 eases: аль 3.9 
1980 ee ees, Sr ee oc 2.9 
Ca aa nee 0.8 
1982 ae 4.0* 
German Democratic Republic 
1976-1980 . ..... 0.1 
1979 ee аа 0.2 
L980 "ete ee en te 0.5 
LOST nee ee as 0.2 
Hungary 
1976-1980 ...... 6.3 
а eee ee nee 8.9 
198010 ie. оо er eee 9.1 
о ae Ne. aE 4.6 
Обеих See? 1 Se 6.9 
1983 plan rode pt bra rested 7-5 
Poland 
1976=198 0. и а HOP Е 6.8 
ТОО a8 Sore. дБ 7.0 
ТЭО бас Bel). 9.4 
1981 21.2 
1982 100.2 
1983 plan 15.0 
Romania 
1976-1980 ...... 1.4 
ПА ис A ose ans 2.0 
1980 ee eee ae 2:2 
ТОВАРЕ AE) See | 2 1.8 
1982 3.0* 
Soviet Union 
1976-1980 ee eee 0.7 
1979 Soe 2S 1.3 
о SOTy? BAe Bs 1.0 
19S ley Bee). Эн 0.9 


6.2 2.4 
6.2 3.3 
24.7 6.6 
0.3 0.7 
1152) 2.8 2.6 
1.4 2.3 5:3 
0.2 4.4 6.5 
0.0 1.5 0.7 
7.0* .. 
—- 0.3 >= 
— 0.5 = 
— 1.3 —= 
— 0.5 = 
8.5 5.4 4.0 
11.6 2.2 3.4 
13.4 8.5 7.0 
3.4 6.1 6.5 
7.9 6.5 7.9 
7.4 5.9 8.0 
12.8 8.5 8.4 
2215 13.1 РА 
137.8 85.2 64.7 
1.0 1.6 
0.8 15 
1.8 5 1.4 
1.8 1.9 3.1 
0.4 1.0 
1.8 a 
1.0 2.0 
= И 


Sources: As for table 3.5.1. 
° Excluding alcoholic beverag-s. 


> Cost of living index of employees in the socialized economy. 


production costs have continued in eastern Europe.?5 In 
the Soviet Union, the issue of price formation has also 
been raised recently.?5° In fact, in most countries of the 
region, there already exists a largely independent 
marketplace outside the state retail trade network, in 
which prices are determined according to the supply/de- 
mand situation — either freely or within rather wide 
limits. In the Soviet Union, a small but not unimportant 
role in supplying foodstuffs is played by the kolkhoz 
markets, and_ similar institutions exist in other countries 
too. In Hungary, new small-scale private or co-operative 
enterprises appeared at the beginning of 1982, with 
freedom to operate in practically every field of produc- 
tion and services. The class of goods where prices are 
allowed to move independently from the State regulating 


258 Since low and stable consumer prices are, of course, reflected in 
wage levels, it would on occasions be more accurate to relate this 
discussion to the question of increasing the cost sensitivity of consumer 
demand. 

259 Speech by Мг. Andropov in Moscow оп 31 January 1983, 
reported in Pravda, | February 1983, p.1. 


system was also substantially widened. In Poland, new 
consumer price lists were introduced in order to balance 
the market, and also to introduce new price relatives and 
thus regulate the structure of consumption. The resulting 
price rises only partially achieved their purpose of 
removing market imbalances.?©° 

In general, consumer prices since 1979 have been an 
important feature of the macroeconomic policies in 
many countries (in Bulgaria, Czechoslovakia, and 
Poland, for example). One of the main consequences of 
the new price regulations has been, as anticipated, a 
decrease in subsidies on many items and some closing of 
the gaps between consumer prices and production costs. 
This has constituted an important measure of adjust- 
ment. Since imports are no longer able to play the role 
they had before 1980-1981, an unchanged consumer 
price system would have increased demand for goods in 


260 “Supplies of non-rationed goods — mainly consumer ones — did 
not meet the demand ...” Report of the Polish statistical office for 1982, 
published in Rzeczpospolita, 12-13 February 1983, p.4. 
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limited supply, particularly where their prices do not 
reflect their real costs. 

There is relatively little information on the effects of 
price changes on the pattern of expenditure by social strata. 
In Hungary and Poland, where such statistics are 
available, it appears that consumption across social 
strata showed a rather similar structure except in the few 
cases where price rises were very large. In Hungary, for 
example, a 7 per cent price increase in 1982 caused 
almost negligible differences in the cost of living among 
social groups (the maximum size of the differences was 
less than | percentage point). 


3.5@у) Real wages and real incomes 


Real wages and incomes of eastern Europe and the 
Soviet Union in 1982 witnessed some change in 
‚ comparison with previous years, though to varying 
degrees in different countries (table 3.5.6). In Czechoslo- 
vakia and Hungary, real wages and real incomes in 1982 
virtually stagnated. In Bulgaria and the German Demo- 
cratic Republic, estimates for 1982 suggest some decelera- 
tion of the still high (3-4 growth rates) in both 
indicators. For Romania, estimates also suggest some 
further deceleration in growth rates in real wages and 
real incomes. In the Soviet Union, no real wage series is 
available. The real income growth in 1982 was lower 
than planned, and real incomes remained at the previous 
year’s level. In Poland, real income figures for 1982 are 
somewhat uncertain, but show diverging trends in 
income flows and sales. The Pclish authorities plan to 
halt growing disparities between aggregate nominal 
income and real purchasing power in 1983, as the plan 
targets already show. It seems probable that the first 
priority task for Poland in 1983 will be to end the wage 
inflation. 

In the region as a whole, plans for 1983 envisage lower 
real wages and real income growth rates than a year 
before. This could affect productivity performance, 
since a good part of the incentive system in most east 
European countries and the Soviet Union is based on 
differentiated wage rises. Deceleration in the growth of 
real wages and real incomes represents only one side of 
the problem. Equally important is consumer supply, and 
the degree to which demand as a whole can be satisfied 
and cash surpluses diminished by the wider availability 
of goods. 


3.5(v) Personal savings 


Personal savings are influenced by three different 
groups of factors in eastern Europe and the Soviet 
Union. Firstly, there are obvious differences between 
savings habits and traditions which are affected by 
differences in the standard of living, and savings 
possibilities between countries. Social habits may affect, 
in particular, the share of savings which are not held in 
banks. Secondly, the availability of goods seems to be of 
decisive importance in determining the relationship 
between voluntary and involuntary savings. Thirdly, 
family debt commitments for house purchase, consumer 
credit, etc., will also affect savings patterns. These 
factors are, of course, very difficult to detach from each 
other and a fully comparable picture for the region as a 
whole is not possible. с 

Since no national accounts data on savings are 
published, the following discussion relates to bank 
deposits only. Complete data on such deposits are not 
available later than 1981. Recalling the previous 
sections on nominal incomes and prices, personal 


TABLE 3.5.6 


Real wages and real incomes 
(Average annual percentage change) 
a a a | 


Real wages Real income Real wages __—Real income 
’ рег wage-or рег Веад of per wage- or рег head of 
Period salary-earner population _salary-earmer _ population 
ee yt a а бе ВА 
Bulgaria Romania 
1976-1980 . . 0.5 2.6 6.1 5.1 
1979 Fee ee 1.5 2.9 3.9 3.3 
1980: Fee we = 0.3 3.4 3.0 2.4 
О г. 4.3 4.8 1.1 2.2 
Plan 1982 . . un 3.0 1.5 27 
1982s Ss 2.0* Alps 1.0* 15% 
Plan 1983 . . 5 2.8 we 3.4 
Plan 1981-1985 ar 2.8 2.9 3.6 
Czechoslovakia Soviet Union 
1976-1980 . . 0.7 1.3 3.0 3.4 
1979. 33 9 =0:6 —0.1 2.1 3.0 
1980 . . . . —1.0 0.1 3.4 3.7 
о 0.8 1.6 2.1 3.3 
Plan 1982 . . та о 2.6 2.1 
19825... 035% =“ 2.8 0.1 
Plan 1983 . . к. ae 1.9 3.0 
Plan 1981-1985 an a 2.8 3.1 
German Democratic 
Republic Byelorussian SSR 
1976-1980 . . 4.5 4.3 9:7 3.6 
А ise, aes 4.8 3.4 Dal 4.0 
19807 ee: 4.3 514) 3.8 2.8 
19813 9378 4.6 4.0 2.0 3.2 
19820 д See 3.0* 3.3 2.9 ae 
Plan 1983. . 3 a3 2.1 3.1 
Plan 1981-1985 3.9-4.2 2.6 3.1 
Hungary Ukrainian SSR 
1976-1980 . . 0.7 1.6 3.0 3.2 
Ан Е 0.1 1.7 2.1 
ОВ 8 0.4 4.3 2.4 
ОЕ 11:5 aye. 2.0 3.4 
Plan 1982 Fc 0.0-0.5 ор 3.0 
ПОЗЕ И 0:5 ats 2.8 5: 
Plan 1983. . —1.5-2.0 а 3.0 
Plan 1981-1985 1.1-1.4 2.3 3.2 
Poland 
1976-1980 . . 2.0 2.9 
То" 91 2.1 2.4 
1980" 1 gE 3.4 1.0 
198. Slee Sh 3.0* 
Plan 1982 . a 5 
198245 ва —257 —20.0* 
Plan 1983. . 0.9 —3.0° 


Sources: As for table 3.5.1. 

Note: The estimate for Bulgaria’s 1982 real income is based on the reported total real 
income increase of 3 per cent deflated by the population growth rate. The Czechoslovak 
estimates are based on an extrapolation of the relationship between changes in real output and 
real wages in 1981. The German Democratic Republic and Romanian estimates were 
prepared in a similar way. The real income estimate for Poland is based on total income 
deflated by the cost of living index in 1981 and also in 1982. 

а Average nominal wages. : 

ь Increase in money incomes deflated by expected price rise. 


savings in the countries under review may have been 
affected to some degree by changes in monetary flows 
and price relatives. However, no stable relationship 
seems to emerge from the data on the movement of bank 
deposits in relation to the income and price changes 
already noted above (table 3.5.7). tt 
Apart from data already presented, there is little 
detailed information about how personal savings react to 
changes in commodity availabilities via a fast nominal 
growth in incomes — or, in the converse case, by rises in 
prices. In Poland, where income and price changes were 
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TABLE 3.5.7 


Increase in bank deposits 
(1970 = 100) 


1978 


1979 


earn 


Bulgaria 

Czechoslovakia pe Sr os 
German Democratic Republic 
Hungary 

Poland 

Soviet Union 


247 264 280 | 
231 244 258 279 
186 191 197 Bic 
323 345 380 415 
398 429 S79 747 
314 335 355 373 


re 


Sources: As for table 3.5.1. 


particularly marked in recent years, experience suggests 
that the stock of savings held outside banks increases 
when the population is confronted by growing shortages 
of consumer supplies.?°! 


3.5(vi) Consumption 


In this section some aspects of social consumption?°? 
and patterns of personal consumption will be examined, 
including developments in dwelling construction. 

Social consumption in the centrally planned economies 
over the past decade represents a high (20 to 40 per cent) 
share of total consumption (table 3.5.8). Recent develop- 
ments do not show any marked departure from past 
consumption growth patterns. There has also been an 
increasing degree of similarity between countries with 
regard to the share of social funds in total consumption. 
By 1980, the inter-country spread had considerably 
narrowed. The largest share in social consumption is 
represented by pensions and social benefits in all 
countries (35-58 per cent of the total). The second place 
is occupied by educational and cultural expenditures 
including student grants, (20-27 per cent of the total), 
while maintenance of health care is the third largest item 
(roughly one-sixth of the total). 

The social consumption fund is expected to play an 
increasing role in circumstances of decelerating growth 
of real incomes, notably through the maintenance of 
transfer payments and especially pensions. On the other 
hand, the high share of social consumption in total 
consumption may, as noted earlier, widen the gap 
between rates of growth of labour and non-labour 
incomes. This could weaken the effects of recent 
changes in economic management systems designed to 
bring about a closer relationship between work perfor- 
mance and wages and wage-like earnings. 

From 1979 until 1981, different issues of the Economic 
Survey of Europe analyzed the basic features of the family 
budget expenditures in eastern Europe and the Soviet 
Опюп.263 Table 3.5.9 illustrates these expenditure pat- 
terns for three socio-economic groups (workers, peasants 
and in some cases non-active earners too). The fol- 
lowing paragraphs mostly confine discussion to the 
most recent developments. 

In fact, no important basic change in family consump- 
tion patterns took place until 1979 in comparison with 


261 According to some estimates, by the end of 1982 the level of 
savings in banks was 879 billion zlotys as against 562 billion in cash. 
See interview with the President of the Polish National Bank, Mr. C. 
Majewski, Trybuna Ludu, 27 January 1983. 

26? Throughout this section social consumption is understood as 
consumption which originated from state social welfare funds at all 
levels, i.e. it is defined in terms of the origin of resources. 

263 Op.cit., 1979, рр.21-215; 1980, рр.167-169; 1981, pp.275-280. 


previous years (table 3.5.9). However, changes in price 
relatives have affected relationships between different 
consumption items. For instance, before 1979 the 
decreasing share of food consumption in family budgets 
was usually accompanied by a falling share in the 
contribution of food produced by peasants and peasant- 
worker families for their own needs. In some countries 
(as mentioned in section (iii)) there were big increases in 
food prices relative to the price of other goods. Since 
food consumption as such has a low price elasticity, the 
shares of expenditure on foodstuffs increased in some 
countries and stopped decreasing in others. In addition 
taxes on alcoholic beverages and tobacco (the price 
elasticity of which is typically low) increased the share of 
these items in the total.2°* For Bulgaria, information 
about the structure of family spending in 1979-1981 
shows that no basic changes took place. An important 
increase in food prices occurred in the second half of 
1979 which resulted in a rise in the share of such 
expenditure in the 1980 total. In Czechoslovakia and the 
German Democratic Republic, where the share of food 
expenditures in total consumption is the lowest in the 
region, such price changes which took place have not 
reversed the steady fall in the share of food in total family 
spending. In Hungary, where prices — especially food — 
increased at a relatively significant rate after 1978/1979, 
spending on foodstuffs remained roughly constant. In 
Poland, spending on food kept decreasing in 1981 in ail 
three different social groups tabulated. The fall of some 
3 per cent in food consumption in terms of current 
spending from 1980 to 1981 in the case of peasant 
families seems to result from the influence of strong non- 
market effects — namely, a possible reinforcement of 
consumption from peasants’ own production, and gener- 
ally, an increase of the non-marketed share in consump- 
tion which, in fact, may not appear in family budget 
statistics. Romania publishes data showing the widest 
difference between workers and peasants expenditures 
on food (46.8 per cent for workers and 62.9 per cent for 
peasants). iy 

The picture is more varied in the case of non-food 
spending. Partly, it is due to the fact that the coverage 
and classification of the data in table 3.5.9 are not 
uniform in terms either of national statistical concepts 
and usage or — especially — in terms of price relatives. 
Nevertheless, it is significant that in no country does the 
maintenance of dwellings represent more than 8-18 per 
cent of total family spending. (However, the item 
“other” in the family budgets may also contain certain 
items relating to current household costs and the 
purchase of dwellings.) 


Be In most countries beverages and tobacco (but most of all, 
alcoholic beverages) are not basic foodstuffs from the point of view of 
price “classification” and are subject to heavy taxation. 
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TABLE 3.5.8 


Social consumption fund 
(Share in total incomes of population and percentage structure) 


Social consumption 


Structure of social consumption fund 


“nes to a ee Education 
. incomes ensions and 
Country and period Population (%) social benefits culture? Health Other’ 


Bulgaria‘ 
1970 32.6 
1975 34.3 
1979 33.5 
1980 35.8 
1981 36.6 
Czechoslovakia 
1970 34.2 
1975 36.6 
1979 37.8 
1980 38.4 
1981 ons 38.9 
German Democratic Republic 
1970 ar Ч 29.3 
1975 32.9 
1979 33.5 
1980 33.4 
1981 34.1 
Hungary 
1970 22.6 
1975 272 
1979 30.8 
1980 31.9 
1981. 32.0 
Poland 
1970 19.0 
1975 18.9 
1979 21.3 
1980 21.6 
1981 Е 21.3 
Soviet Union 
1970 572 
1975 38.7 
1979 39.2 
1980 39.6 
1981 39.8 


40.8 
39.8 
43.8 
44.0 
44.5 


34.9 
37.3 
37.3 
37.9 
38.3 


22.0 13.4 18.5 
21.8 14.4 19.7 
21.5 15.3 19.0 
21.8 15.1 17.4 
23.6 16.2 15.7 
20.1 15.0 13.0 
20.9 15.2 15.6 
20.9 15.6 14.9 
20.8 15.6 13.8 
20.2 15.8 13.2 
24.3 15.3 18.9 
24.7 15.8 20.8 
22.5 17.8 23.6 
21.7 17.9 23.3 
22.2 18.0 24.4 
23.9 16.7 10.5 
21.3 14.6 8.1 
20.7 13.9 7 
20.7 13.8 73 
21.0 14.0 7.0 
28.0 23.8 7.4 
27.0 23.4 9.8 
22.9 20.6 12.7 
21.5 21.5 13.0 
20.8 20.4 14.3 
27.3 15.6 20.2 
27.9 14.3 20.5 
27.4 14.7 20.6 
27.0 14.7 20.4 
26.7 14.7 20.3 


Sources: As for table 3.5.1. Figures оп the left side of this table are not fully comparable: in some cases they include the cost of annual leave, while there are some 


inter-country differences in the 
* Including student grants. 
» Including housing subsidies. 
€ Including allowances for annual leave. 


The shares of spending on foodstuffs, textiles, foot- 
wear and consumer durables (which are clearly variable, 
price-dependent items of family budgets) have changed 
somewhat during the last few years. In Bulgaria, in 1980 
these items represented in aggregate half of the total 
family budget, but the share of these items excluding 
food was relatively low in comparison with other east 
European countries. In Czechoslovakia, the German 
Democratic Republic and Hungary, the share of these 
components in the family budget reached 53 to 55 per 
cent, while differences in their level between social 
groups were minimal. In these three countries, however, 
non-food personal consumption in 1981 was somewhat 
bigger relative to food expenditures than in Bulgaria. In 
Poland, the share of personal consumption (food and 
personal non-food expenditures) was the highest in the 
region, except for peasant families in Romania during 
1979-1981. In the Soviet Union, the share of food 
expenditure in 1981 fell by some 4 per cent since 1970 in 
the case of workers in co-operative peasant families. 
Textiles and footwear represented a slightly increasing 


of computation of certain other items. 


percentage of the total — rising to some 16 per cent of total 
family expenditures in 1981. 

Consumption of food in physical terms again increased in 
1981 especially in the case of non-meat products (table 
3.5.10). In 1982 consumption of meat may have 
increased in some countries while the increase in other 
commodities was slowed down as prices went up and a 
certain, deceleration in nominal income growth took 
place. The increase in meat consumption in most 
countries slowed in recent years and its level fell in 
Poland and the Soviet Union in 1981. Common 
problems affecting supplies of certain meat and dairy 
products appeared in some countries in 1982. As already 
mentioned in section 3.2 above, in most countries of the 
region fodder imports declined. Most countries had 
previously built up large-scale animal production on the 
basis of abundant fodder imports. Although serious 
efforts have been made to replace such imports by 
domestic production (at least to a certain degree) these 
efforts had not been successful up to the end of 1982. 

These developments led to uneven supplies of meat, 
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TABLE 3.5.9 


Structure of family expenditure 


(Percentage distribution, total expenditure 


A: Workers’ families. 


B: Peasant families. 


100) 
C: Non-manual workers’ families. 


> i. _ eee 


Food Cee yam pai Savings Other 
A B © А В © А В (© А В (©. А В С А В (© 
Bulgaria <. а 
1970 . 33.9 34.8 29.1 965 9.0 196 47 454431 81 2 161 12 122 129 325 32. : 
1975 О о 2 о О с м 43 62 66 5.5 134 143 12.5350 33.9 39.3 
1979 5322). 384 298% 95 78 104 459350 42 58 ВИА 56 96 69 1011986 560599 
1980 208 2141 349 8.91169 oa 3.8 34839 61 60’ 62 (90155 89 35 265 377.0 
193 . 8307 34.4 9.0 9.1 3.9 4.0 6.7 62 93 9.2 34.4 т 74 
k ia 
и 333) 06.4 29519.71 11:4" 192 17.2 23.9182 1.5 0 13:8 № 1912 ИО ВН О: ammo 
1975 ПЗ И МО О OM о 825.6 В 3 Ва LOD бе ПОЙ 2 11.9 20.3 
1979 Se О GAS ae Л SN) В Жо М NO) EGS SIDED ВО 7 
1980 20 26.0’ 24.451 9.6 111 9.9° 177 23.76 18:4» 12:9 9: 14:8 105) 13:4 60:4 22 ОРС 
1981 2263) 251 244 93 108 100 1811 242 175 1301184151810 8132099 
с а 
German Democratic Republic 
1970 _ PMO” PESO) 123 127. 16.5 16.5 4.5 3.0 22:6 e183 1720s 2153 
1975 . 28.6 26.9 12161 2:6 202 9 20:5 4 S24), 15:5. и 17.6 18.8 19.7 
1979 262 12.8 112.3 р Wee 4:0. №23 16.0 21.4 18.0 16.3 
1980 2126.5 12.6 12.6 22.3 428:9 4.2. .&.2:4 easy 3 188}. 17-3 
1981 1274269 И В 22.7 24.8 4.3 2.4 15:0 15-7 1:4 
Hungary < 
1970 8641.3 3053 35:4. 13.8 15:6 18.6 1 8:4 09:8 15.4447 1229 5.6 17:4 16.2 15.8 
1975 132.6, 534.8: 26,7 0414:5; 13:5 38a 925 98 elite 17 Oem 21.8 6.0 20.4 20.8 20.6 
1979 > ЗВ БЫ 2/5 О о, СД ПО 16.9) И Olt 4.7 255 26:3, 27.3 
1980 ‚ 99 gS) ЯЗ №0 WO 05 9 8:5 151164 a4 190 6.9 2258: 23.2234 
1981 5 o Sesh ЗА М По О 105 $31 7.8 LORS 169) S49 18:8 10.8 20.1 20.9 22.0 
Poland Е 
1970 - 46.7 539 ИБ) Wo) 14:8. 14.8 43 
1975 . 41.1 49.6 15:4 8125 10.4 15.8 15:5 128 
1979 О 14.4 12.3 5 ISS) 251 с S230 al Seo Pe 
1980 5 42:9144.6) 37.31815:0: 112.7 438" 315.5 23:8) 7 2 49 1216 14:9 
1981 149. 14118 3653 862) 12:3} WAS 4 161699292 8:00 Sele 140 
Romania 
1979 AON Osu 17.6 14.1 11.4 64 14a Ti 10.6 52 
1980 . 45.6 62.7 п SeS О Cait 15:2 2.5 10.5 4.9 
1981 . 46.8 62.9 17.6 14.2 11.2560 15: 7455113:0 8.7 3.9 
Soviet Union с f 
1970 wo Suen 4014 тЫ 5 5: Sie 4:9 2.8 1.8 4.1 6.4 36.1 30.8 
1975 х BRAS! ВЫ 15.415 6559 Asi] 1.6 6.32160 5 36.2133: 5 
О ох oe BU м = ae По о ое о < 21 1.6 ee 6.6555 8.9 ae 36.7 32.0 “3 
М о i147 о 16.1 16.5 i: U2, OS Ss 27 15 Pr 5:90 wie ие 36.4 32.1 к 
1981 314 35:0 16. 1%_16.3 sy 7.4 —-6.6 2 72-1) 13 5 бо a 36.4 31.8 = 
ЕН port 


Sources. As for table 3.5.1. 


* Including alcoholic beverages and tobacco products. Up to 1980 workers’ families include manual and non-manual workers. 


ь Employees’ and workers’ families together. 
© Rent, fuel and electricity only. 

4 Savings, taxes, etc. 

© Per capita savings of the total population. 
J Fuel and electricity only. 


milk and milk products in Czechoslovakia, the German 
Democratic Republic, Poland, Romania and the Soviet 
Union in 1982.265 In general terms, however, supplies of 
basic foodstuffs in 1981 and 1982 were sufficient and at 
approximately the same levels achieved in previous 
years. In the case of supplies of consumer durables the 
situation in the markets did not change substantially in 
1981 and 1982 (table 3.5.11). In some cases there were 
reports of minor shortages, mostly due to the effects of 
falling imports and other austerity measures, which 
affected the supply of inputs to industrial branches 


265 Neues Deutschland, plan fulfilment report for 1982, on 15-16 


January 1983; Rudé prdvo, plan fulfilment report for 1982, 29 January 
1983. 


producing consumer goods and, also, the availability of 
some imported industrial consumer goods. In terms of 
market balance, however, the situation improved as 
price changes influenced demand. 

The rate of dwelling construction has fallen during the 
last few years. Absolute levels of dwelling construction 
stagnated or fell in 1981-1982 in comparison with later 
years of the 1970s. In Bulgaria, after a drop in the 
number of new dwelling completions in 1980-1981, 
performance improved in 1982. In Czechoslovakia, a 
similar tendency can be observed between 1980 and 
1982; despite some fluctuations, there was a drop of some 
35 per cent in the number of completions in 1982 in 
comparison with the peak year of 1980. There was some 
downward movement in Hungary. The rather ambitious 
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TABLE 3.5.10 


Per capita consumption of selected goods 


(т kilogrammes, except for eggs, in units) 


1970 1975 1979 1980 1981 1970 1975 1979 1980 1981 1970 1975 1979 1980 1981 
Bulgaria Czechoslovakia German Democratic Republic 
Meat and meat products alas 39 Ol Gl Gh TO Gin Oe о Rar 66.1 77.8 87.8 39.4 90.5 
Fish and fish products . 5.5 6.2 7.0 6.9 6.8 5.2 5.8 5.4 5.4 5.0 7.9 8.5 7.0 US 7.4 
Milk and milk products 116.6 142.8 166.9 169.4 171.4 203.6 218.0 228.0 230.07 236.0 
of which: | | 
Butter See te OO. ar te or Ss 7.4 7.6 7.3 UW? We 12 10.3 10.8 10.9 ПЛ 
Cereal products - . . 238.8 217.8 214.3 216.0 215.6 113.0 108.0 107.0 107.0 1100 973 948 948 942 950 
Potatoes Oe 5.0 sis Be ee sh 103.4 95.8 83.0 76.1 79.5 153.5 142.1 143.0 143.0 141.0 
Vegetables ~ . .. $8.9° 90.1 1003 93:8 980 763 7371 71.1 656 67.1 848 90.0 977 938 "951 


Sugar and sugar products о с) а И 59 ЭМ О 39 0 Зо S44 а д м OS 
Vegetable fats and oils? 1612 L827 203 yee 0 See 2 lel 5.8 6.7 7.3 eS 7.3 ND 2.0 7 1.7 1.6 


Eggs . . . . . . . 122.0 146.0 187.0 204.0 209.0 277.0 297.0 311.0 316.0 321.0 239.0 269.0 284.0 289.0 290.0 
Hungary Poland Romania 
Meat and meat products 58.1 68.5 70.4 70.5 740 61.2 78.4 81.3 82.1 723 31.2 45.7 Se 62.0 
Fish and fish products . 2.3 2h 25 2.8 2.6 6.3 > 7.6 8.1 458) 4.7 4.7 ae 5:9) 
Milk and milk products 109.6 126.6 160.0 162.0 172.0 413.0 432.0 457.0 451.0 444.0 1107 132.6 AS 180.0 
of which: 
Butter a Gao И и 1.7 2.0 2.0 6.0 7.4 8.1 8.9 8.9 ae 
GCerealiproducts""- 3 1282 1222 117.0 1150 114.0 131.0 120.0 120.0 1270 1280 
Potatoes ВЕ eee De 00:5 mold er Ole2 1162100 6190.01) 173/OMe63-0 1 58108815510 mS 53 ie 5% 
Мера Е. 55.7 159.2 164.6 146.0’ 15910 111.0’ 10908 1160" LOOT 118107 36:70 1126 | 140.0 
Sugar and sugar products’ 33.5 39.4 34.1 35.0 36.0 39.2 43.2 439 41.4 33.4 193 203 А 28.2 
Vegetables fats and oils 2.8 4.6 4.1 4.2 4.3 5) 2 2.9 2.6 р WER ПО № 17.8 
ПО - 124702740) 3280 317.0 315.0’ 186.0. 209.0 9. 220109223/0F 9227208 14208 214:0 ne 270.0 
Soviet Union Byelorussian SSR Ukrainian SSR 
Meat and meat products 48.0 57.0 59.0 58.0 57.0 49.0 62.0 61.0 61.0 600 49.0 60.0 61.0 61.0 60.0 
Pismeandstish products = fel: 45 216:8 16:4 176 17:97 13/9 19.2 15.6 16.3183 15:9 5:9) 4 отб В 
Milk and milk products 307.0 316.0 318.0 314.0 305.0 371.0 385.0 382.0 369.0 362.0 311.0 335.0 336.0 331.0 326.0 
of which: 

Butter ne << a Be Jy es ake na ae ie м р ai si ae we 
Cereal products . . . 149.0 141.0 139.0 138.0 138.0 144.0 141.0 140.0 140.0 140.0 155.0 151.0 145.0 146.0 146.0 
Potatoes . . . . . 130.0 120.0 119.0 109.0 105.0 245.0 215.0 209.0 200.0 206.0 156.0 143.0 146.0 133.0 140.0 
ВСЕ men nS 2-0) 89/0) 950 4970) 198.07 70.0) 7 St0 Ne 73.0) 772088 79.0) 1030) ES 0 1260 a O20) 
Sugar and sugar products 38.8 409 42.8 444 43.9 35.1 395 404 43.3 43.8 41.4 45.4 489 51.8 49.2 
Vegetable fats and oils 6.8 7.6 8.4 8.8 9.0 4.6 5.7 6.7 7.4 7.8 7.4 8.5 8.9 10.0 9.4 

Eggs о... 45910 216.0 233.0 23910 245:0 170.0 260:0 282.0’ 294.0. 6299.0) 156.07) 210.0 232.0) 239.0’ 247.0 


Sources: Аз for table 3.5.1 and CMEA Statistical Yearbook 1982. 
< Excluding butter. 

+ Including animal fats. 

© Sugar only. 


TABLE 3.5.11 


Stocks of consumer durables per 1000 inhabitants 
(Physical units) 


1970 1975 1979 1980 1981 1970 1975 1979 1980 1981 1970 1975 1979 1980 1981 
Bulgaria Czechoslovakia German Democratic Republic 
Refrigerators = . . as Sl 174 224 234 246 177 260 297 305 324 215 322 391 423 445 
Washing machines . . 141 176 211 PAG 225 276 363 397 411 432 205 277 305 328 341 
Television sets 5a. 20 197 2245 232 240 234 305 334 372 377 276 310 396 408 422 
Вадюе 5. . . . 4170 226-261 271 277 444 564 595 604 — 613 35-83660 379 383 386 
Мом еа ее. . ‹ 217 46 80 88 94 Syl 99 132 139 148 60 100 139 148 156 
Hungary Poland Romania 
i 54 96 ae 156 192 
Refrigerators 103 220 282 287 301 70 162 254 274 274 
Washing machines. = 1/9 228 294 297 305 185 217 240 258 258 46 68 5 102 155 
Television sets ОЙ 226 252 258 262 137 205 254 274 263 82 145 Pe 210 256 
Radioisets. че. . . 245 240 243 Si са 253 301 438 470 474 179 207 a 251 300 
Motomearsi@e . 6. « = 23 55 85 95 103 15 32 59 64 73 6 14 bes 29 44 
Soviet Union Byelorussian SSR Ukrainian SSR 
Refrigerators 89 178 24”. 252 262 76 170 рр] 238 249 82 2 22 - 0203 
Washing machines 141 189 205 205 205 109 147 157 157 152 137 187 205 203 200 
Television sets ans 212143 215 242 249 262 122 188 209 216 228 151 224 247 254 254 


Radiaisets) би se , 10199 230 246 250 261 154 196 215 221 222 72 198 221 224 225 
пп 


Sources; As for table 3.5.1. 
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TABLE 3.5.12. 


New dwellings constructed 
a а a ee eee 


New dwellings (thousands) ne pont ee Ap ease, 
Country and period Total State Co-operative Individual inhabitants square metres 
Tren on ete ne ee ee ЕЕ Oe ЕАН НИБННННИНЫ 
Bulgaria 
8 19761980 ок а В. 351.8 Е .. 800 60.7 
1979 gina Sale ot Рин sa 66.2 33.2 33.0 750 59.2 
1980 ioe. eee Coe oe 74.3 838 59.0 
[08] ia i i а бе 71.4 803 62.2 
2111982 меш ae eee 72.6 .. «> 
1982 gee те ok RS 73.0* 820* 
Pian 1983 ae р св: 73.0 а 
Рап [98198 р. 360.0 810 
Czechoslovakia 
1976-1980> Ех. ORE wos 4 648.2 264.6 197.9 185.7 860 41.5 
1979's Snr Cea eer eae 12227, 47.7 39.3 35 810 43.0 
1980. пах cake = С о. 128.9 50.5 46.0 32.4 840 44.3 
О Ре. с 95.4 32.4 33.6 29.4 623 45.6 
1982 eee, о ем 100.0* a > 655* fd 
Plane 983 ое аа Бе 95.7 
Plan 1981-1985 480-550 
German Democratic Republic 
1976=1980 0 ate ee Stas 559.4 290.3 197.5 71.6 668 61.8 
ООО cee ВА. 117.4 62.2 37.3 17.9 701 62.6 
1980, м. м x EPL 120.2 62.0 39.2 19.0 718 62.7 
То Be BAY р 12557 64.8 39.4 21.5 753 #3 
Blan’ 1982-22" ВХ 9 1B We) 13.3 702 
о ee ee 122.4 14.1 702 
Plant И ee rk 187.5 mn 12.9 702 
21119-19856. Maes Уже. 600.0 252-270 60 
Hungary 
19761980 ее. 452.7 162.2 LYS === 837 65.3 
NOEL ea а м со ae 88.2 34.1 54.1 827 65.0 
1980 Bes О п. GM 89.1 30.4 58.7 835 65.0 
1981 ОТР: Seb). GABA! 2 de! 77.0 22.8 5 722 65.0* 
Plan 1982) Jeet. "ened. 050 77.0 19-20 57-58 722 a 
19825. ФВ. RIK. 75.6 18.9 56.7 710 65.0* 
Plan 1983 .. 75.0-77.0 17.0 58.0-60.0 712 
Plan 1981-1985 370-380 115-120 255-260 
Poland 
1976-1980. 2280 sec. ee ee 1308.3 245.0 724.2 339.1 749 62.0 
ТОО Вил. 278.0 53.4 152.6 72.0 789 63.8 
Пе а. DN) 39.4 122.0 557 610 64.0 
1 рен. 187.0 32.0 109.0 46.0 519 63.9 
Plan; 1982) eee Bees ey a: 200.0 ad г ee Ste ae 
аи ee ee ee 185.3 31.5 97.8 56.0 509 67.2 
Romania 
1976 =1 980k ea МЕ ол 840.6 7553 85.3 770 74.2 
и ананасы 191.6 179.3 172-3) 869 74.5 
Ио НО белы oe roi 197.8 186.6 02 891 74.4 
о 161.4 150.5 10.9 730 75.0 
212131982 Melee ie ie a 190.0 170.0 20.0 847 : 
Оо К аа x ee 150.0* on mie 
Plancl9si=19855 ef) een ee 900.0 800.0 100.0 
Soviet Union 
1976-19802. №. EP EAE: 10241 8388 1853 784 51.5 
ПЕ В.о 96 1933 1572 361 734 5215 
LOSO RRR ао eo а 2004 1667 337 755 525) 
ROS) oes ба. А о 1998 1647 351 746 53.3 
1982 у с м. №. 2000 a ой 745 } 


Sources: As for table 3.5.1. 
*State and co-operatives. 


plans for dwelling construction for 1982 were not fulfilled 
in Poland and the number of new apartments completed 
an the year was about the same as in 1981 (table 
Beh YAS 

There were also changes in the structure of housing 
finance in some countries (Czechoslovakia, Hungary, 


Romania) where the structure of housing construction 
(as between state-sponsored, private and individually 
built dwellings) has been practically unchanged during 
the last few years. In other countries, the share of state- 
sponsored dwelling construction in 1981-1982 de- 
creased, while the share of co-operative and private 
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TABLE 3.5.13 


Turnover of retail trade and services 

(Average annual percentage change) 
о 
Country and period Total Food Non-food Services 


EE о т оон. 
Bulgaria 


1976—1980 Зара а 3.9 2.4 4.7 м 
О 0 И Ч МБ 0.8 5 —0.9 
и 30 —9.3 5.5 
и д.6 3.6 5.8 7 
Plan 9§2) Sa re 38 Ac к 8.4 
ее 4.92 - о a 
Plan 1983927. at :, о 2.7 
Plan 1981-1985 . . 3.9 ar 6.2 8.5 
Czechoslovakia 
1876-1980" 7 1 2.3 ].2 ays) 
Wg aed ee eal 1.6 —1.4 5:3 
ISO See 04 2.9 =! 9.3 
NOSE Peel i tke 1.4 DS 0.5 2.6 
Plan 1982 aa te хо O28 
ОЗриее Se ae SOF ее в 
Ра, 57210 ee Dif 
German Democratic Republic 
1976—1980. >. 41 3.4 4.8 
ОО 5 тив 35 2.8 4.2 
ОИ So tS". ОЕ She 5.8 
LOSI fhe eases. 2:5 2.9 Dh 
Plan 982oeg 2. ред 4.0 
О. о _ 109 
Pian 1983 2). 5 3.0 
Pian 1981-1985 3.7-4.1 
Hungary 
L9TGAQSOME, Fo = 22:6 1.9 82 10.9 
ОО МЕ Е 1.7 — 0.4 3.5 10.9 
ОО ВЕ 0: 1.5 =. 14.0 
LOS ем as Ва 352. ee, 4.0 13.0 
Os oe 11 0.5 1.6 
Plan 1983 —0.5* 
Poland b 
1976-19807". ==. — 3.3 3.4 3:7 7:9 
STO RS a OI tsa) 22.6 4.6 2.9 4.6 
SSO menor ef bose ty, 1.4 —0.3 2.0 59 
Л о or etre а —8.1 1:5 0.4 
И о 8 ee 17:0, — 16.0 —21.0 — 12.0 
Pianos Scere 10.2 Bale 
Romania‘ 
1976-1980" % 2. . 79 7.4 8.4 11.4 
ОО ях 15.4 7.0 В 10.6 
ТОО ть" 66 55 6.3 A 
LOS arate. oe 4:2 2.4 6.4 7.5 
вап 982. spe. 64:6 Ре о 11.2 
м ее 1.0* rE eye 
Ра. | SO ace We oe 
Plan 1981-1985 . . 4.8 ва 4.8 12.0 
Soviet Union 
1976—1980. ae. 3 45 8.5) 5.4 1) 
Ор a Sry бык. 1 3.5 4.1 ТТ 
ии от 89.2 4.4 6.7 UP 
Ее, eee Hes} 6.9 6.2 
Plang 98. be ease peo! ae ae 6.9 
VOR area а а 0.3 ae 5 УТ 
Рай 1989 .. 54 ой 5 6.8 
Plan 1981-1985 . . 4.2 = a 7.6 
Byelorussian SSR 
1976-1930 eee де 457) 4.1 5.0 ded 
Cie ly et ey ОВО 5.4 6.8 tel 
1980 We Mauer Hk SOE 4.5 4.4 8.1 
NOS) wee! она 21.40 1.6 6.7 6.7 
Rian О 240 A; a 6.8 
OSD be eer © я ыы 53 .. 
Plan 198342" ии: 5.0 nt es 6.7 


Plan 1981-1985 . . 3.1 te 5 7.0 


TABLE 3.5.13 (CONTINUED) 
ere eens У Se Se М eee 


Country and period Total Food Non-food Services 

Ukrainian SSR 
197651980 ee И Sal 5.0 8.4 
ПИ у рае 2.8 5.0 ИЗ 
о 3 219 5.0 4.6 
р 9 1:3 5.0 4.7 
Plane 982 ов, зв вое 8S т = 6.5 
1982? Sa, oe Ат ne a a an 
Pian983" See ма {90 a6 a 6.8 
Plan 1981-1985 . . 3.9 м i 71 


Sources: Аз for table 3.5.1. 

Note: Retail turnover is shown at constant prices, except where otherwise stated, and 
services are at current prices. 

“ Bulgaria: January-June report for sales through state and co-operation network; 

zechoslovakia : current prices; Hungary: provisional figures; Romania: it is assumed that food 

sales changed slightly in real terms, and that non-food sales increased at a rate of the deliveries 
of industrial goods. 

> Excluding alcoholic beverages. 

© Planned increase in deliveries to the domestic markets. 

4 Current prices. 

* Estimates on constant prices. 


apartments increased fast.2°® In these countries, the 
absolute fall in the volume of new dwellings affected 
mainly the state sector. In Hungary, for example, the 
share of state-built apartments went down from almost 
39 per cent in 1979 to an estimated 25 per cent in 1982. A 
similar drop was recorded in Czechoslovakia in 1981 (to 
34 per cent as compared with 39 per cent in 1980). Most 
countries’ plans for 1983 call for the stabilization of 
output of new dwellings at current levels. 


3.5(vii) Retail trade 


Retail trade in eastern Europe and the Soviet Union 
was Clearly affected by changes in domestic output and 
exports, and also by limitations on imports of foodstuffs 
and industrial consumer goods (table 3.5.13). In Bulgar- 
ia, estimated growth rates in 1982 were at the same level 
as in 1981. Some over-fulfilment of the plans was 
recorded during the first half of the year. In Czechoslova- 
kia, the slowdown which had already appeared in 1981 
appears to have continued in 1982. Retail sales 
increased by 2.9 per cent in current prices but, taking 
into account the latest round of price increases (estimat- 
ed at 4 per cent for total retail turnover and some 7 per 
cent in the case of foodstuffs), a drop of some | per cent 
in the volume of retail trade is probable. A large part of 
this decline may have fallen on food sales, where 
substantial price increases for meat, some meat products 
and tobacco and alcoholic beverages succeeded in 
achieving a balance between supply and demand during 
1982. In the German Democratic Republic, some decelera- 
tion in retail sales may have taken place but if so it was 
among the smallest in the region. The rise in sales was 
slow and probably mainly reflected higher turnover of 
‘‘semi-luxury” commodities (some imported goods, cof- 
fee, cocoa and some kinds of citrus fruit). As mentioned 
earlier, temporary shortages of certain basic foodstuffs in 
Czechoslovakia and the German Democratic Republic 
during 1982, did not greatly affect overall supplies and 


266 The difference between the three financial régimes is the 
following: the state-sponsored apartment is financed (in principle) fully 
through state budgetary finance distributed by the state (usually by 
local councils) according to social criteria (priority is given to elderly 
people, newly-wed couples, large families, etc.) and at a low rate of 
interest. Co-operative apartments are built, financed and organized by 
tenants’ co-operatives and maintained from their own budget. Private 
apartments are financed, organized and often constructed by private 
persons or organizations. Generally, credit conditions are most 
favourable in the case of co-operative apartments. 
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reflected mainly an insufficiently rapid response to 
changes in the structure of consumer demand. In 
Hungary, the net effect of regular increase in nominal 
earnings and higher demand probably resulted in a slight 
recovery in retail sales in 1982. The price rises appear to 
have involved changes in price relatives, mostly in the 
case of foodstuffs. Higher quality products were subject 
to the free movement of prices (with the exception of 
meat and some meat products) and retail trade organiza- 
tions were given the right to vary selling prices for many 
kinds of foodstuffs. Sales of services were probably the 
most buoyant component of retail sales in nominal and in 


real terms. In Poland, retail sales in real terms are 
estimated to have declined by 17 per cent, reflecting a 
drop in both food and non-food sales and also in 
services. The official report on the economy in 1982 
states, however, that sales of most food items dropped 
during the year. A large part of the decline was due to 
shortages of industrial consumer goods, including almost 
all clothing and footwear. Sales of services are reported 
to have fallen also, but by less than total retail sales. In 
Romania there was an estimated 1.0 per cent increase in 
the real value of retail sales. In the Soviet Union, the 
increase in retail sales was 0.3 per cent in 1982. 


3.6 CHANGES IN THE RATE OF GROWTH OF LABOUR PRODUCT IVITY 
IN THE CENTRALLY PLANNED ECONOMIES DURING THE 1970s: 
PRELIMINARY ANALYSIS 


Introduction 


This paper is the first stage of a programme to examine 
the causes and consequences of recent trends in labour 
productivity growth in the centrally planned economies 
of the ECE region. Given the complex interrelationship 
between labour productivity and other aspects of 
economic growth — and the role of the planning process 
itself in regulating the pace and impact of events which 
have influenced the growth of labour productivity — the 
paper does not offer any systematic explanation of the 
various elements which have influenced the phenom- 
enon. It attempts rather to examine developments in 
various areas of the economies under review which may 
have had a bearing on labour productivity growth, 
including central planning decisions themselves. It also 
presents the results of some empirical work relating 
labour productivity with other macro-economic 
variables. 

In section (i), the main trends in productivity growth 
as a whole and by sectors and industrial branches during 
the 1970s are summarized, the main focus being upon the 
deceleration which occurred between the first and 
second halves of the decade; the effects on productivity 
growth of shifts in the structure of output between sectors 
and branches where average productivity levels differ is 
also taken into account. In section (ii), five-year plan 
targets for labour productivity, where available, are 
discussed in the context of the increasing stress placed by 
the authorities on the more efficient use of all production 
factors. In section (iii), the paper turns to a discussion of 
the measures taken to absorb the impact of changes in 
the global economic environment between the first and 
second halves of the 1970s, and their impact upon sector 
and branch patterns of labour productivity growth. 

In section (iv), following a brief discussion of some 
possible reasons for the slowdown in output growth 
which accompanied the productivity deceleration, the 
results of a statistical exercise designed to quantify the 
close relationship between labour productivity and 
output growth are presented and discussed. This is 
followed in section (v) by an examination of several 
specific topics having a possible bearing on the produc- 
tivity deceleration — notably recent trends in investment 
and the role of domestic and imported technology. A 
short review of recent policy responses to promote 
improvements in labour productivity is given in section 
(vi). Section (vii) summarizes the main findings of the 
paper. 

It should be noted that throughout the paper produc- 
tivity is defined as annual output divided by average 
annual employment. It ignores changes in hours and 
days worked as well as changes in the overall labour 
intensity. In fact, though no sector and branch and few 
aggregate figures are available, there has been some 
reduction in the number of hours worked per day and in 
days worked per year in the centrally planned econo- 
mies. It should also be borne in mind that throughout the 
paper, unless otherwise stated, the sectoral and material 
sphere labour productivity data are based on net output 
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(net material product) while industry branch data are 
based on gross output (including intermediate 
consumption). 


3.6(i) Labour productivity and employment trends 1970-— 
1980 


In the material sphere?®’ of the economy, the centrally 
planned economies recorded high average growth rates 
of labour productivity over the decade as a whole, 
ranging from 3.7 per cent annually in the Soviet Union to 
4.3 per cent in Czechsolovakia, 4.4 per cent in the 
German Democratic Republic, 4.8 per cent in Poland, 
4.9 per cent in Hungary, 6.9 per cent in Bulgaria and 9 
per cent in Romania. However, there was a marked 
slowdown in the rate of labour productivity increase 
between the first and second halves of the 1970s (table 
3.6.1). In most countries labour productivity growth in 
the material sphere between 1976 and 1980 ranged 
between а 3-3.7 per cent average annual compound rate 
of growth; it fell to 1.7 per cent in Poland but was as high 
as 6-7 per cent in Bulgaria and Romania. These growth 
rates were generally between 60 and 80 per cent of those 
registered in the first half of the decade, but the 
deceleration was particularly marked in Poland (one 
third of previous performance) and to a lesser extent in 
Hungary (just over half the 1970-1975 rates). 

The decline in productivity growth rates occurred in 
most sectors and industrial branches of the economies. 
The deceleration of industrial productivity (net basis) 
was smaller than for the material sphere as a whole in 
five east European countries, but was higher in Czecho- 
slovakia and also in the Soviet Union. Output perfor- 
mance in Bulgaria, where the productivity deceleration 
was least, was boosted by strong growth in the trade and 
material supply sector and, within industry, in the 
energy, chemical, construction material and textile 
industries. In Romania labour productivity growth 
accelerated within industry in the engineering, building 
materials, textile and food industries. With only a few 
other exceptions (the trade and material supply sector in 
Czechoslovakia, the fuel/energy and engineering indus- 
try in the German Democratic Republic, energy in 
Hungary aad agriculture and light industry other than 
textiles in the Soviet Union), the slowdown was 
widespread, though to various degrees. Particularly big 
decelerations were registered in most countries in the 
metallurgical, fuels and, in some cases, in the chemical 
and light industries. 

In table 3.6.2, the changes in labour productivity have 
been broken down to show the contribution of structural 
changes in employment. The procedure followed was a 


267 п the centrally planned economies the principal over-all 
production aggregate (net material product) excludes the value of all 
personal and public services generated (the non-material sphere) and 
relates only to the production of tangible goods and to those service 
activities (transport, communications, material technical supply etc.) 
which contribute to their production (the material sphere). 
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Eastern Europe and the Soviet Union 


TABLE 3.6.1 


Labour productivity 1971-1975 and 1976-1980 
(Average annual compound percentage change) 


Bulgaria Czechoslovakia German Dem. Rep. Hungary Poland Romania Soviet Union 
= = 971- 1976— 1971- 1976— 1971- 1976— 1971- 1976— 1971- 1976- 
Е te г. ey GE 1980 1975 1980 1975 1980 1975 1980 1975 1980 
A. Material sphere 
Industry 6.38 5.45 5.48 2.96 5.41 4.52 7.43 5.08 7.60 2.21 6.38 4.86 6.20 3.28 
Construction . 6.66 3.67 527 0.96 5.16 5 3.83 8:93) 7.45 —4.42 6.05 5.42 2173 1.87 
Agriculture 5:87 2.00 4.22 1.00 4.41 0.51 6.00 2.01 21 SOS 10:42 6.88 1.71 3.45 
Transport and у : 
communications 8.93 3.73 6.41 4.57 2.93 2.80 3.90 1.72 10.04 2.91 6.80 —1.48 4.21 1.43 
Trade ee £8.89) 2142 2.38 572 6.75 3.30 5.84 1.47 И. 12 1.83 1.22. 6.51 эх а 
ТЕ 5 » « №9 6.10 5.35 3.2] 5.23 3.66 6.37 3.52 7.68 1.66 11.04 6.95 4.26 3.21 
В. Industr 
Energy es . 2.44 372 2.98 2.06 1.84 BE 6.41 6.51 5.54 4.50 8.15 3.49 5.41 2.61 
Fuel . . 10.65 4.12 3.30 1.69 5.02 1.72 223 0.50 4.25 —0.28 7.42 1.72. 
Metallurgy . Gy Sty 4.06° 4.81 2.42 WN) 3.35 4.57 2.58 8.39 3.07 6.79 3:89 4.91 1.56° 
Engineering and 
metal working. 9.20 7.41 7.65 5.47 5.98 6.09 7.33 9:95 9.20 5.90 6.62 6.83 8.52 6.18 
Chemical 6.47 Ono 68.19 5.07 9.06% 4.494 8.14911 7107 185 4.71 7.89 6.20 8.10 3.67 
Construction 
materials 20 6.34 6.02 4.15 8.04 2.00 4.84¢ 5.05¢ (237 3.60 7.26 S84 5.68 1.14 
Wood and paper 6.85 4.78 6.31 4.10 бе ai & Aa 6.60 6.07 5.30 6.31 5.62 1.90 
Textiles . 14.52 5.43 5.96 3.82 7.09 5.21 5.57. 4.72 5.74 4.60 4.45 6.46 4.65 2.36 
Other ИБ 5.08 3.06 5.75 4.19 4.937 486 658 3.677 6.57 4.89 6.51 5.59 3.49" 3.90" 
Food . 5.90 3.85 4.33 2.74 4.67 0.20 2.65 2.99 5.47 2.73 3.18 4.83 4.42 es 
Total 6.60 4.94 6.00 3.91 6.04 4.46 6.18 4.51 6.99 4.24 5.66 5.76 5.82 2.82 


Sources: National statistical publications and ECE Secretariat estimates. 


Note: A number of apparent discrepancies between the above estimates and official figures, (for instance those in table 3.6.4) stem from the fact that the ECE data base by sector and branch 
incorporates attempts to rebase aggregate output indices on as up-to-date as possible output weights. Differences are however relatively small and trends remain unaffected. 


* Includes trade and procurement etc., and other unspecified activities. 
> Includes fuel. 

© Excluding non-ferrous metallurgy. 

4Includes oil refining. 

© Includes glass. 

FIncludes wood and paper. 


# Unless otherwise indicated, other light industry includes clothing, footwear, leather, glass and ceramics, and printing. 


* Clothing, leather, furs and footwear only. 


simple normalization technique?®* to separate produc- 
tivity change in the material sphere and in industry into 
three components: 


The labour productivity change which would have 
occurred in a given period if the structure of 
employment had remained the same as in the initial 
year (i.e. change due only to intra-sectoral or branch 
changes in labour productivity). 


The labour productivity change due to the re-distribution 
of employment between sectors or branches with 
different labour productivity levels (shift effect). 


The interaction or joint effect of the previous two 
components (which arises because in an additive 
decomposition the total change cannot be allocated 
exactly amongst components). 


The results of this exercise show significant inter- 
country differences in the contribution of structural 


268 The normalization formula is as follows: 


n n 
2 (Pye Pee do -= Cig) Pig 
i=l i= 


Р, я ae 
—Ж д + 
Je Ps Ps 

n 

>. (Pu — Pin — C0) 

i=] 

+ 
Ps 
where P,, denotes the productivity level in sector i (i =1, 2 ...n) and e,, 


the sectoral shares in total employment in period t. 

The first component on the right-hand side stands for the “риге” or 
intra-sectoral productivity effect and the second for the shift effect. 
The third component shows the joint or interaction effect of the first 
two components. 


shifts in employment to productivity changes in the 
material sphere. Their contribution was for instance 
very large in Poland in 1976-1980, and also in Romania 
in the first as well as the second half of the 1970s — 
accounting for more than one quarter of the change in 
labour productivity. Shift effects were also strong in 
Bulgaria in 1971-1975, though they weakened somewhat 
in 1976-1980. Inall three cases, this reflected above all 
labour transfers out of agriculture and into the industrial 
sector, where productivity levels were between two and a 
half and four times those in the former sector. In 
Czechoslovakia, structural effects were also noticeable — 
contributing 6-7 per cent of total labour productivity 
growth. In the Soviet Union, such effects became more 
important in the second half of the decade, contributing 
about 4 per cent of total labour productivity growth. In 
the German Democratic Republic and Hungary, these 
effects were relatively small and declined over the 
decade. 

Within industry, the picture was somewhat different. 
Structural shift effects were mostly negative in the first 
half of the decade — notably in Bulgaria, Romania and 
the Soviet Union where their productivity-inhibiting 
effects accounted for 3-5 per cent of labour productivity 
growth recorded. For the most part this reflected the 
rising share of employment in the engineering industries 
where (except in Bulgaria) labour productivity levels are 
lower than average. In the second half of the decade 
such negative effects virtually disappeared, and positive 
effects ranging between 4 and 7 per cent of labour 
productivity growth were recorded. This reflected the 
rising share of employment in the high productivity 
chemical and metallurgical industries, and also the food 
branch, in two of the countries where the employment 
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TABLE 3.6.2 


Decomposition of labour productivity changes in the material sphere and in industry? 
(Percentage of total labour productivity change) 


ee ee ee ee eee 


Intra-sectoral effects 


1971-75 1976-80 
A. Material sphere 
Bulgaria : 82.6 86.3 
Czechoslovakia i oe 91.9 92.4 
German Democratic Republic 100.3 99.8 
Hungary 96.0 101.7 
Poland 85.0 64.9 
Romania 65.3 70.5 
Soviet Union 98.1 953 
B. Industry 
Bulgaria 102.8 99.8 
Czechoslovakia al ge 98.3 99.3 
German Democratic Republic 100.8 95:9 
Нипрагу 93.3 95.7 
Poland 100.8 99.4 
Romania 103.3 98.9 
Soviet Union 105.1 96.6 


Sources : National statistical publications and ECE Secretariat estimates. 


Shift effects Interaction effects 
1971-75 1976-80 1971-75 1976-80 
13.4 8.2 4.0 5.5) 

6.8 5.6 1.3 2.0 
0.1 = — 0.4 0.3 
3.6 — 0.3 0.4 — 1.4 
8.8 Die 6.2 7.9 
26.0 25.6 8.7 3.9 
0.9 4.3 1.0 0.4 
2:7 Or = Oa 0.3 
Lal 0.4 0.6 0.3 
0.1 4.7 —0.9 — 0.6 
58 4.1 1.4 0.2 
—1.0 0.7 0.2 О 
—4.1 0.7 0.8 0.4 
—4.8 7.4 550) —4.0 


* Based on the material sphere sector and industrial branch components shown in table 3.6.1 plus other (unidentified) sectors and branches. 


shift contribution was relatively large (German Demo- 
cratic Republic and Hungary). In the Soviet Union, 
where the effect was biggest, the rise in employment in 
the high-productivity chemicals and also perhaps in the 
non-ferrous metallurgy branches was the main contribu- 
tor, while employment in light industry and especially 
textiles, where labour productivity levels were below 
average, also declined relative to total employment. 

In summary, positive structural employment effects on 
total labour productivity growth in the material sphere 
declined in most countries of the region in 1976-1980 as 
compared with 1971-1975. In industry, labour produc- 
tivity was boosted more by structural shifts in employ- 
ment in 1976-1980 than in 1971-1975 though their 
contribution was on the whole not very big. 

The decline in productivity growth in the material 
sphere was accompanied by low or declining rates of 
employment growth throughout the decade (table 3.6.3). 
Indeed in Hungary and Poland the work force in the 
material sphere actually declined in absolute terms 
between 1975 and 1980, with most of the movement 
concentrated in the industrial sector in the former 
country and in agriculture in Poland. In other countries, 
employment growth in the material sphere ranged 
between 0.2-1 per cent annually in the later period 
(compared with a range of 0.3-1.5 in 1971-1975). The 
work force employed in the services sector (non-material 


sphere) however continued to increase at above average 
rates in all countries of the region — by a minimum of 1.6 
per cent annually in Romania to a maximum of 2.2 per 
cent in Czechoslovakia and in the Soviet Union. Non- 
material sphere employment, which accounts for 
between 13 and 24 per cent of the total, thus increased 
its share of employment in all countries. 

Since, at the level of sectoral and branch disaggrega- 
tion of output, it is clear that structural change effects 
have in the main been positive during 1976-1980, the 
constraints on production implied by declining growth 
rates have been associated mainly with intra-sectoral and 
branch productivity changes, the causes of which the rest 
of this paper will attempt to isolate. 


3.6(ii) Labour productivity and the five-year plans 1966— 
1980 


As the rise in population of working age has 
decelerated in recent years, policy makers in the centrally 
planned economies have increasingly stressed the impor- 
tance of a more efficient use of all production inputs and 
in particular improvements in labour productivity. The 
slowdown in the increment of the active population 
became particularly apparent in 1976-1980 in all the 
countries under review except the German Democratic 


TABLE 3.6.3 


Employment 1971-1975 and 1976-1980 
(Average annual compound percentage change) 


Non-material sphere 


Industry Agriculture Material sphere 
1971-1975 1976-1980 1971-1975 1976-1980 1971-1975 1976-1980 1971-1975 1976-1980 1971-1975 1976-1980 

Bulgaria Di, ES! —4.6 —4.5 0.2 0.5 4.5 2.0 0.8 0.4 
Czechoslovakia 0.6 0.5 —4.0 —2.6 0.3 0.4 1.4 Xe 0.5 0.8 
German Democratic 

Republic 0.4 0.5 12.2 — 0.4 0.1 0.4 DD) 1.8 0.5 0.7 
Hungary 0.2 = Weal = 10 = — 0.6 3.4 Dee 0.5 — 
Poland 3.0 0.4 —1:4 —2.3 1.5 — 0:5 3.4 1.9 1.8 —0.1 
Romania 6.4 3.4 —4.6 —4.5 0.3 0.2 3.0 1.6 0.6 не 
Soviet Union 15 1.6 0.3 —— 3 1.0 1.5 1.6 1.8 : 


ИО пп 


Sources: National statistical publications and ECE Secretariat estimates. 


в Includes trade and material supply plus other (unspecified) sectors of the material sphere. 
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TABLE 3.6.4 


Planned and actual labour productivity growth in industry by five-year periods 1966-1985 
(Average annual percentage change) 


1966-1970 

Actual Plan 
Bulgaria вы: 6.6 7.6 
Соеспооуака и Е: 5.4 58) 
German Dem. Rep. Е 6.0 6.2 
Hungary Е. 6 3.4 4.1-4.4 
Poland.» Ss ee ne ee 4.9 5.6-5.9 
Romania И т. 7.4 ИЗ 
боем acaseaer) 6 fn ca ae 5.5 6.8 


1971-1975 


1976-1980 1981-1985 
Actual Plan Actual Plan 
6.2 8.5 4.4 4.6 

5.9 5:3 37 2.2=3.2 
6.2 5.4—5.7 4.4 4.6 

6.1 6.0 4.5 4.5-5.0 
ИЗ 7.4-7.8 4.3 и 
6.2 8.5-9.0 5.8 7.0 
5.8 5.6 2.8 4.2 


_ и о__“_““_“жэ_и______———[ЙШШ—6&6&>&БёБё5БЪБё5БЪ&ДБ 


Sources: National statistical publications, plan documents and ECE Secretariat estimates. 
* Derived from planned output data and rough estimates of employment growth. 


Republic (where it had been low for a number of years) 
and these trends will continue in the current five-year 
plan period 1981-1985. Moreover, the apparent rise in 
the share of employment in the non-material sphere 
relative to total employment has further constrained 
increases in employment in the material sphere — 
particularly since it has been accompanied by a fall in the 
non-material sphere’s share of fixed assets. 

The analysis of policy towards labour productivity 
issues is difficult because it is allied to almost all 
economic processes and phenomena. In this sense, most 
important changes in economic policies or systems of 
planning and management were linked, inter alia with 
the improvement of labour productivity. Current general 
economic policy designed to ensure better overall 
economic performance on the basis of increased factor 
efficiency — the “intensification” of economic activity — 
was a much more important theme of national planning 
strategies in the second half of the 1970s than in previous 
periods, and was again the central feature of plans and 
long range discussions for the period 1981-1985 and 
beyond — particularly given the decreasing supply not 
only of labour but of all production factors. 

Policy towards labour productivity took a variety of 
forms. In some cases they were changed over time 
according to the results obtained, and economic targets 
were adjusted to meet new economic conditions. The 
following paragraphs summarize these policies as they 
were reviewed in the five year plans in the countries of 
the region, and highlight some of the specific objectives 
which were expected to promote labour productivity 
growth. 

In the course of the 1960s and also in the first half of 
the 1970s, economic policy developments took place 
against a background of relatively high labour productiv- 
ity growth outcomes both by international standards and 
in relation to past performance. The planned industrial 
labour productivity growth targets for 1971-1975, for 
instance, were higher than those actually attained in 
1966-1970 in all the centrally planned economies but 
Czechoslovakia and Romania, and in several countries 
ambitious targets were not only achieved (German 
Democratic Republic) but even over-fulfilled (Czecho- 
slovakia, Hungary and Poland). In those countries 
where the plans for labour productivity growth were not 
implemented (Bulgaria, Romania and the Soviet Union), 
discrepancies between planned and actual performance 
were rather small, as shown in table 3.6.4. 

Plans for 1976-1980 envisaged higher rates of growth 
of labour productivity in some countries (Bulgaria, 
Poland and Romania) compared with the increases 
attained in the preceding five-year period. In other 
countries the policy foresaw some decreases in labour 


productivity rates of growth. In fact, during the period 
1976-1980, a progressive deceleration of labour produc- 
tivity growth from year to year became apparent and out- 
turns in all countries of eastern Europe and the Soviet 
Union were lower than planned.*°? 

Although often not explicitly published in the plans for 
1981-1985, estimates based оп output growth targets and 
estimated employment trends indicate that all the east 
European countries and the Soviet Union expect lower 
rates of growth of labour productivity in 1981-1985 
compared with the targets of the preceding five-year 
plans. Nevertheless, comparisons of implicit 1981-1985 
objectives with actual developments in 1976-1980 bring 
out some differences in strategy. The Soviet Union and 
Romania expect higher labour productivity growth rates 
compared with the outcomes for 1976-1980. Bulgaria, 
the German Democratic Republic and Hungary plan 
labour productivity growth at approximately the same 
levels as, or a little above, those registered in the 
preceding five-year period. Only in Czechoslovakia does 
the plan incorporate a continuation of the declining 
trend in labour productivity growth. 


3.6(iii) Policy outcomes 


(a) Cushioning World Economic Disturbances 


The two foregoing sections show, inter alia, that the 
slowdown in labour productivity growth in the second 
half of the decade was not only very marked, but that its 
declining trend was not fully taken into account. This 
development paralleled the rise in energy fuel and raw 
material prices though the year-to-year changes in labour 
productivity trends illustrated in chart 3.6.1 show a 
rather smooth transition to lower rates of labour 
productivity growth. 

This relatively smooth movement 1$ not altogether 
surprising. The bulk of fuel and raw material require- 
ments is provided to eastern Europe by the Soviet Union 
— which did not implement price rises for oil and other 
materials on the same scale as movements on the world 
markets — while the Soviet Union itself is largely self- 
reliant in, or an exporter of, these commodities. 


269 “While assessing at its true worth what has been achieved in the 
period of the Tenth Five-year Plan, the party sees difficulties and 
shortcomings. I am referring first of all to the fact that we did not 
succeed in solving, as required, the tasks of boosting labour 
productivity, accelerated development of certain branches of the 
national economy and of putting an end to the scattering of capital 
investments.” — N.A. Tikhonov, Documents and Resolutions of the 
XXVI Congress of the CPSU, Novosti Press Agency Publishing House, 
Moscow, 1981, p.112. 
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The post-1973 increases in oil and raw material prices 
nevertheless led to a deterioration in the east European 
countries’ terms of trade with the Soviet Union. From 
1976, the previous method of setting intra-CMEA trade 
prices was replaced by one using a moving average of 
world market prices in the preceding five calendar 
years. While intra~CMEA trade prices thus became 
more responsive to world price movements, the new 
system had a considerable “cushioning” effect on eastern 
Europe’s terms of trade losses vis a vis the Soviet Union. 
It can be illustrated by the movement of the average 
price of Soviet oil exports to trading partners inside the 
CMEA trading area, and the world price for crude 
petroleum shown in table 3.6.5 below (rouble- and US 
dollar-based indices respectively): 


TABLE 3.6.5 
Soviet and world market prices for oil 
(Undices) 
1975/1970 1980/1975 
(1970 = 100) — (1975 = 100) 

Soviet oil price export to 

eastern Europe (roubles) 276 237 
World market price of 

crude petroleum (dollars) 666 295 


Sources: National statistics, UN Monthly Statistical Bulletin, New York, and ECE 
Secretariat estimates. . 
“ Спае and refined products. 


Over the whole period 1970-1980, the dollar-adjusted 
price index of Soviet oil exports to eastern Europe thus 
rose to 791, whereas the world market dollar price rose to 
1964 — a twenty-fold, compared with an eight-fold, 
increase. 

In the east European countries sharp movements also 
took place in east-west terms of trade, as their export 
price rise weakened following the fall in demand in the 
developed market economies. Both phenomena contrib- 
uted to a real net transfer of resources to other countries 
(sometimes offset by a rise in net borrowing) which of 
itself had a direct effect on aggregate labour productivity 
based on net output. The converse was the case for the 
Soviet Union, for which a steep rise in oil and gas prices 
exported to both areas boosted the terms of trade. 


(b) Central planning and the adjustment process 


In addition to the terms-of-trade developments noted 
above, other factors tending to change existing cost 
structures and to affect the material supply situation 
became apparent in all countries. The Eccnomic Survey 
of Europe in 1981 draws attention to “the ever scarcer and 
increasingly costly supply of material inputs” during the 
1970s which affected both domestic supplies throughout 
the region and also the export cost and supply situation of 
the Soviet Union — the main supplier of material inputs 
within the region.27° The impact of material supply 
scarcities on output is taken up in more detail in section 
(iv)-(a) below. The focus in the present sub-section is the 
relatively smooth transition to slower labour productivity 
growth. Some of the adjustment mechanisms by which it 
was achieved are basic features of the economic 
management systems of the centrally planned 
economies. 

In practice, a gradual, rather than an abrupt adjust- 
ment may well be considered desirable on social as well 
as on economic grounds — particularly where economic 
systems cannot change employment structures in the 


270 Op. cit., p. 135. 


short term. Nevertheless, there is a danger that a gradual 
adjustment process may be unduly prolonged; this, 
particularly to the degree that the existing employment 
structure is maintained, will clearly have adverse effects 
on the growth of labour productivity. 

Little appropriate statistical material — for instance on 
financial transfers between sectors/branches — is avail- 
able to provide information on the degree to which such 
fiscal “‘cushioning” took place, or how long it lasted. А 
possible indirect approach is, first, to test the degree to 
which past relative rates of sectoral and branch labour 
productivity growth were maintained between 1971- 
1975 and 1976-1980. If past relatives are more or less 
maintained, it would imply that the economy has on the 
whole withstood the effect of factors tending to change 
the growth proportions of the economy. In general, the 
more successfully this has been done, the more costly (in 
the short-term at least), in terms of growth foregone, will 
the “cushioning” process have been — and the greater the 
adverse effects on labour productivity. 

In order to carry out this exercise, coefficients of 
variation for productivity growth rates were calculated, 
and are shown for two successive five-year periods in 
table 3.6.6. 


TABLE 3.6.6 


Coefficients of variation of individual sectoral and branch labour pro- 
ductivity growth rates, 1971-1975 and 1976-1980 


1971-1975 1976-1980 
Material Material 
sphere? Industry sphere Industry 
Bulgariagy. 498s Г 15.5 30.1 75.0 24.7 
Czechoslovakia . . . 25.7 24.3 44.8 30.1 
German Democratic 
Republicu ees lel 28.6 28.4 40.1 
Hungary .. . 4) 26:4 23:5 47.7 34.4 
О в са са It 17.5 399.7 ЗЕ 2 
Romania see eee Oa 23.6 69.4 37.6 
Soviet Оо... = 27.7 22.6 33.1 45.2 


Sources: National statistical publications and ECE Secretariat estimates. 

“Standard deviation divided by the mean rate of productivity growth. 

> Excluding agriculture where random fluctuations due to weather can distort the trend for 
the economy as a whole. 


The table shows that in the material sphere and in 
industry the variation of labour productivity growth 
between branches has risen very substantially indeed 
between the first and second halves of the 1970s in all 
countries with the sole exception of Bulgarian industry. 
Annual figures, which for space reasons are not shown 
here, point to only a small jump in the coefficients of 
variation in 1974 or 1975, its re-establishment at a lower 
level up to 1977 or 1978, with large jumps thereafter in 
virtually all countries except in 1980. 

The conclusions of this exercise could be expressed in 
the following terms: after an initial, rather muted 
reaction to the post-1973 oil price rise and its ancillary 
effects on world markets, there were no big immediate 
sectoral and branch adjustments in the centrally planned 
economies. This policy of gradual adjustment was aided 
by increased borrowing abroad which rose very rapidly 
up to 1975 or 1976 (depending on the country), and 
continued to grow substantially, albeit at lower rates, up 
to the end of the decade. The process was accompanied 
by a significant re-allocation of real resources away from 
investment and into consumption and foreign trade.*”! 


271 п the four countries for which data are available, government 
consumption increased more quickly than private consumption in 
Czechoslovakia, Hungary and Poland in 1976-1980, while the converse 
was the case in the German Democratic Republic. 
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CHART 3.6.1. 
ANNUAL PERCENTAGE CHANGES 
IN OUTPUT (Q) AND PRODUCTIVITY (P) 
A. MATERIAL SPHERE (Net output basis) 
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CHART 3.6.1 


ANNUAL PERCENTAGE CHANGES 
IN OUTPUT (Q) AND PRODUCTIVITY (P) 
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It is too early to estimate how far the high coefficients 
of variation in the later years of the decade were due to 
the “second oil shock” of 1979, in which case past growth 
relatives could be re-established. The fact that, devi- 
ations returned to a more “normal” level in 1980 may 
reflect no more than slow growth in virtually all main 
sectors and branches. Given that the changes took place 
before that year in several countries, it could be argued 
that the original change in world market conditions is 
now giving rise to a process of belated and perhaps more 
intensive adjustment than heretofore. If the reasoning 
presented earlier is correct, this could give some further 
boost to labour productivity during the 1980s, to the 
extent that a pattern of output more in line with the new 
international cost situation is established. 


3.6(iv) Output growth and productivity 


In this section, an examination of the relationship 
between output and labour productivity growth during 
the 1970s is presented. The deceleration of labour 
productivity growth has been associated with declining 
output growth rates over the 1970s (chart 3.6.1). Output 
changes have, however, been rather smaller than labour 
productivity changes in most countries, since employ- 
ment has also continued to grow — the exceptions being 
Hungary and Poland in the material sphere, and also 
industry in Hungary. 

The rationale underlying the productivity/output 
relationship itself consists of a number of elements. In 
the first instance the relationship depends partly on the 
general argument that high output growth rates encour- 
age economies of scale and hence have a direct effect in 
stimulating also the growth of labour productivity. 
Another element is the response of employment to output 
changes; where for any reason employment responds 
slowly to output changes, there will again be a tendency 
for labour productivity and output growth to move 
closely in line with each other. This may of course 
happen, at the extreme case, where employment does not 
change at all, but it may also happen when employment 
continues to change but at rates substantially different 
from output. 

In interpreting the relationship, it should be recalled 
that changes in output in the centrally planned econo- 
mies are determined by the full complex of national 
priorities as expressed in the basic plan guidelines. 
These objectives are laid down in accordance with 
physical potential of the economy as perceived by the 
authorities, and are implemented by the mobilization of 
resources in a manner also laid down in the plan. Thus 
the main physical constraints on output growth are the 
availability of resources — whether of labour, capital 
equipment or material inputs, the efficiency of the 
resource distribution mechanism and the efficiency with 
which factors of production are used. Final output is 
therefore essentially supply-determined. 

With regard to the centrally planned economies, the 
Economic Survey of Europe in 1981 notes that “though 
(labour productivity) is a determinant of NMP growth 
rates in the long or even the medium term, labour 
productivity may, on the contrary, be the dependent 
variable in the short term if the effects of other factors 
involved are strong enough to cut down NMP growth 
rates, 7/4 ' : 

Shortages of any factor of production will constrain 
growth to the extent that they cannot be compensated by 
factor substitution, or by greater efficiency in their use. 


272 Op. cit., pp. 167-168. 


In the cases of capital and material inputs, shortages 
acting as an exogenous limitation on output growth will 
feed back directly to labour productivity growth, partly 
by limiting opportunities for exploiting economies of 
scale. The situation is different if the main constraint on 
output is labour shortage. Any limitation on output from 
this source may reduce gains from economies of scale. 
But this apart, deceleration of output growth because of 
labour shortage need not in itself have an effect on labour 
productivity — indeed, enterprise efforts to intensify the 
use of labour might bring about some speed-up of labour 
productivity growth relative to output changes. 

Additionally, changes in productivity growth will be 
determined by the rate at which employment levels (and 
also the employment structure where the effects of such 
factor shortages impinge unevenly on the economy) can 
readjust to a new situation. Aggregate employment 
levels may not, in the short-term at least, fluctuate 
substantially in response to output changes. This fact 
alone implies the likelihood of a close relationship 
between changes in aggregate output and labour produc- 
tivity. Moreover, the same is likely to be true at sector 
and branch levels; since there is no automatic, direct 
linkage between output changes (and related effects on 
enterprise profitability) on the one hand, and on the level 
of enterprise employment on the other, employment may 
not respond rapidly to pressures tending to change the 
structure of output. Hence changes in labour productiv- 
ity in individual sectors/branches induced by falling 
output growth rates may be uneven until changes are 
made within the framework of national readjustment 
policies, financial shortfalls experienced by enterprises 
being covered in the interim by the central redistributive 
mechanisms. 

The following sub-section briefly summarizes the 
deceleration of output growth in the centrally planned 
economies during the 1970s, and its relationship to the 
supply of labour, capital and material inputs. In sub- 
section (b), the relationship between output and labour 
productivity changes over the decade is empirically 
tested. In sub-section (c), the relationship is interpreted 
in the light of the responsiveness of employment to 
output changes in the centrally planned economies. In 
sub-section (d), the 1981-1985 five-year plan targets’ 
implications for labour productivity and employment are 
examined in the light of these findings. 


(a) The deceleration of output growth 


As already noted in section (i) above, the rate of 
employment growth in the material sphere declined in 
some but not all countries between 1971-1975 and 1976- 
1980, ranging in the latter period between an average 
annual change of -0.6 per cent annually in Hungary and 
Poland to 1 per cent annually in the Soviet Union (table 
3.6.3). However, growth in the non-material sphere was 
considerably higher than in the material sphere in the 
second half of the decade — some 1.6-2.2 per cent 
annually. 

In the material sphere of the economy, and despite a 
slowdown in the rate of growth of investment, fixed 
assets continued to rise strongly in all countries and in 
several — reflecting the slowdown in employment growth 
— capital intensity per worker actually rose faster in 
1976-1980 than in 1971-1975. Though some qualitative 
declines in the capital stock may have taken place there 
is no evidence that in quantitative terms shortage of 
capital equipment has been an element in the decline in 
output growth rates.?7° On the contrary, the high rates of 


273 For a more detailed discussion of changes in investment and 
fixed assets, see section (v)-(a) below. 
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TABLE 3.6.7 : 
Material intensity of net output in the material sphere and industry 


(Percentage change over five-year periods) 
ee Еж 


Industry Material sphere 
1971-1975 1976-1980 1971-1975 1976-1980 

a ee ЕЕ Е ЕЕ ЕЕ НЕЕ ЕЕ Я 
Bulgaria я ey poles vo: =, 7555) — 0.5 = 1:8 
СлеспоЗюуама ще les) 1.0¢ 0.3 1.02 
German Democratic Republic . 0.6 Si 5.0 1.7 
Hungary eee. ТМ, a eee —6.9 — 2) —0.4 4.6 
Poland, о cee ae ie 0.2 15.8 Bs bs 
Romania wes eee, nee —7.9 —3.1 —29 —2.0 

Soviet. Union= в. el — 13:4 0.5 —0.4 


Sources : National statistical publications and ECE Secretariat estimates. 


* 1977-1980. 


growth of capital intensity recorded should have gone 
some way to offset the effects of slower employment 
growth in most countries of the region. 

In contrast, there have been some changes in the 
availability of material inputs relative to total output 
growth over the decade. They have been accompanied 
in most countries by changes in the material intensity of 
production (expressed as material inputs per unit of net 
output) — both in the material sphere and in industry as a 
whole. The figures presented in table 3.6.7 show that in 
all countries but Czechoslovakia and Poland, the 
material intensity of production has either fallen in 
absolute terms during 1976-1980, or grown less rapidly 
than in the 1971-1975 period. This took place in line 
with the increasing stress on economies of inputs which 
was a feature of major policy announcements over the 
decade. 

Reductions in the material intensity of output can 
come about in two ways: either by across-the-board 
improvements in the efficiency of input use, or by closing 
down the most material intensive production lines. In 
the former case, any shortfalls in the supply of inputs 
should be at least partially compensated. In the latter 
case any such shortfalls might similarly be compensated, 
to the extent that resources are immediately diverted to 
less material intensive sectors. The lack of precise 
information at sector and branch level hinders any more 
detailed examination of how changes in the real material 
costs of output came about. However, it is possible to 
review changes in the supply of material inputs from 
another standpoint: changes in the relationship between 
output growth in the main raw material and intermediate 
goods supply industries, and also the growth of imports 
of fuel, raw materials and certain intermediate goods, on 
the one hand, and the growth rates of total output on the 
other. 

A scrutiny of output growth rates in the main material 
supply industries (energy, fuel, metallurgy and chemi- 
cals) shows that, in 1976-1980, for the seven centrally 
planned countries a deceleration relative to total indus- 
trial output growth occurred in chemicals in five out of 
seven cases as compared with 1971-1975. In metallurgy, 
the same was true in all cases, and for the fuel industry in 
three out of six cases while in a further three cases the 
growth in the output of fuel fell to the same degree as 
industrial output as a whole (the German Democratic 
Republic does not show fuel industry output separately 
from the combined energy and fuels branch). For the 
energy industry, growth on the other hand was faster in 
1976-1980 than for total industrial output relative to 
1971-1975 in the six countries for which data are 
available (table 3.6.8). A similar pattern emerges in the 
case of imports of fuel, raw materials and also for 
technology-based intermediai goods imported from the 
OECD area in relation to 1. МР growth (iabie 3.6.9). 


Additionally, fluctuations and slow growth in agricultur- 
al output affected NMP and labour productivity includ- 
ing the effects on industries for which agriculture is a 
main source of material inputs. 

Thus there is evidence of a tightening in the material 
supply situation in almost all countries of the area in the 
second as compared with the first half of the 1970s. 
While it cannot be conclusively demonstrated, the data 
suggest a strong likelihood that the growth slowdown in 
1976-1980 was partly attributable to this factor — 
particularly in those countries where the material 
intensity of production declined only slowly or continued 
to increase. 


(b) The productivity/output relationship 


In order to test the relationship between output and 
productivity growth over the 1970s, a series of cross- 
sectional regressions were run for each country over the 
identified sectors and industrial branches shown in table 
3.6.1, the observations being weighted according to the 
share of each sector or branch in the corresponding 
output aggregate (table 3.6.10). 

Within the material production sphere, the results 
suggest that, on average, a one per cent change in 
production was associated with labour productivity 
increases of 0.3 — 1.1 per cent in the centrally planned 
economies; Romania and Bulgaria (0.3 and 0.6 respec- 
tively) appear at the lower end of that range, with 
Czechoslovakia, the German Democratic Republic and 
Hungary at the upper end (0.82 — 1.07). The coeffi- 
cients on output are significant at the 1 per cent level for 
all countries but Romania. For industry, the picture is 
similar. Production growth is apparently strongly 
associated with labour productivity changes in Czecho- 
slovakia, the German Democratic Republic and Hunga- 
ry (coefficients of 0.83 — 0.90), and also in Bulgaria, 
Poland and the Soviet Union (coefficients of 0.57 — 
0.64), but much less so in Romania. All regression 
coefficients are significant at the 1 per cent level.274 


274 Regressions were also run on a time series basis to provide a 
further check on the cross-sectional results as well as an insight into 
individual sector and branch behaviour. The time series equations did 
in fact confirm the generally close association of labour productivity 
with output growth (regression coefficients of 0.6-1.0) in the material 
sphere, and the low or negative (when significant) value of the intercept 
term. In Hungary and Poland, the regression coefficients were 
somewhat lower (about 0.5). With regard to individual sectors, the 
regression coefficient were high for industry, construction and 
agriculture, though transport and communications generally had a 
somewhat lower coefficient (as did industry in Hungary and Poland). 
There was more inter-country variation at the level of gross industrial 
production, though in most countries the fuel, energy, metallurgical 
engineering and chemical industries showed regression coefficients of 
0.9-1. The coefficients were, with some exceptions, lowest in the 
consumer related branches (wood and paper, textiles, other light 
industry and food). 
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TABLE 3.6.8 
Elasticities of the volume output growth in main material input supply branches relative to total industrial output growth in 1971-1975 and 1976- 
1980 
Bulgaria Czechoslovakia German Dem. Rep. Hungary Poland Romania Soviet Union 


1971-75 1976-80 1971-75 1976-80 1971-75 197680 1971-75 1976-80 1971-75 1976-80 1971-75 1976-80 1971-75 1976-80 


Energy... . . 0.59 132 092 1.04 119 174 088 

a | 1.23 0.79 4050 09% 1.1 
Бо 5 a. 77 003090 0450057 О 015) OGRE #057 00.4) odie 08oOn 8 Oe 
Metallurgy © . . . 121 0937082 0.61 1.08 080 0.78 047 096 075 089 082 069 042 
Chemicals mea 5 SM 1 Egg. о Мо bao ape tlag 


а о АЕ 


Sources : National statistical publications and ECE Secretariat estimates. 


TABLE 3.6.9 


Elasticities of the volume of growth of broad imported material input categories relative to NMP growth: 


——_———————— eee 
OECD exports of technology 


Fuel Raw materials based intermediate goods? 
1971-75 1976-80 1971-75 1976-80 1971 1976-80 
Е ge ae ae ee 
Bulgaria a eee eee 0.71 0.71 0.72 0.34 0.69 0.95 
С2еепооуакта ны. ae eee. 1.02 0.94 0.61 0.28 1.43 0.39 
German Democratic Republic. 5 0.07 1.08 0.68 2.19 0.81 
Hungary OS | ee ee 1.79 1.69 0.86 1.69 1.85 1.83 
Poland eee a eee ee М 1.41 0.63 1.57 —3.00¢ 3.09 Bye 
Корана о. 0.88 3.74 0.49 0.54 0.74 0.55 
SovietiUnion” . м. 2.88 — 1.86° 1.25 1.14 8.05 — 1.69 


Sources: National statistical publications and ECE Secretariat estimates (panels 1 and 2); OECD East-West data Базе (panel 3). 

* Ratio of percentage changes in growth of imported inputs to percentage changes in NMP. 

> Based on SITC BEC (broad economic categories) intermediate goods, from which were selected those originating in high R&D-intensive industrial 
branches. 


© Negative sign due to fall in level of imports. 


TABLE 3.6.10 


Relationships of net material product and gross industrial production with labour productivity growth 1971-1980 
(Based on cross section 


1971-1980° Difference 1976-1980 and 1971-1975° 

Material sphere ВЯ Яд) овощи а b ва 
Bulganapaet па: le oe 336) (18.869) о ass) 1.083 0.732 
G7echoslovakia pees д алии. fi een Goa) (6312) & а 0.976 0.949 
German Democratic Republic . . . 030) (30.670) Cary 3599) 1.156 0.722 
Hungary иле en) (103) 38%) (65496) rat 0.454 0.082 
ЕН so. ghia aan ae 5 (ass) eli “Os 366) 0.621 0.994 
ee (1367 168) (3.078) ~ 1668) ha teh 
БОЕВОЙ eee tiie они = (9) 0 (i 87) (13/068) 1.074 0.983 
palate Е Rg a 333) O33) oD ие 0.492 0.569 
G@zechoslovakiaha) зенит 260 (0.653) (30.874) 6041) (6.683) 0.989 0.829 
German Democratic Republic . . . (0.395) 0) (Oris?) O38) - 1.289 0.845 
Huseary ФИА С та и Mo We Beles 0.691 0.767 
Poland 1.212 0.589 0.988 — 3.780 0.435 0.731 
(3.778) (27.023) (—0.544) ae) Ms 

Romande a mee we kee 394) ($900) (0.305) (6758) 0.015 : ; 
Sovicti@nionay eau ae cats ee 6.098) 029°595) (Tons) 339) 0.779 0.826 


ское ре Ро ee 


Sources : i isti ications and ECE Secretariat estimates. : + be 
а ы relationship over the whole of the 1971 —1980, weighted by the share of sectors/branches in the corresponding output aggregate. Figures on the right 


hand side show the influence of the changes in output growth rates on the corresponding change in labour productivity in 1976-1980 as compared with 1971-1975, weighted according to 1971-1980 
sector/branch shares in the corresponding output aggregate. i nae RE 

а ion i the identified 4 or 5 sectors and 8-10 branches sho’ ble 3.6.1. at | 

ры a oni ти weights) where P and Q = the percentage change in labour productivity and output respectively over 1971-1980. 

ср 1976-1980 — P 1971-1975 = a + b (© 1976-1980 — © 1971-1975) (at average production weights 1970-1980). 
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TABLE 3.6.11 


Relationships of employment in the material sphere and in industry with NMP and gross industrial output growth, 1971-1980 
(Based on cross section’ 
et I Ее Бы рн о. Е Е 


Material sphere Industry 
a b В? а b R? 
И С a ee 
at (3103) (0.788) и A714) sais in 
Czechoslovakia 9.023 0.120, 0.302, 908 0.087 0.707 
German Dem. Rep. (3788) 05 (9195 0.450) 0.085 0.228 
ae ERM. col. tain erie eames 
ре (—0:609) 6.338) (1813) (13.443) т с 
a (AIG ie arborea bis ty бе НН 
Soviet Union . 483, gus 9279, 2020 0.176 0.955 


О ОА ЕЕ ЕЕ SEER 


Sources: National statistical publications and ECE Secretariat estimates. 


а Cross section is based оп the identified 4 or 5 sectors and 8-10 branches shown in table 3.6.1. The regression equation is of the form E = a + bQ, where E and © are percentage changes in 


employment and output respectively and is weighted according to output structures. 


Cross-sectional regressions were also run separately 
for 1971-1975 and 1976-1980. The coefficient on output 
strengthened in Bulgaria and Romania within the 
material sphere as a whole between the first and second 
halves of the decade and especially in Hungary. It fell 
slightly in Czechoslovakia and in the Soviet Union but in 
the remaining countries it remained virtually constant. 
In industry, the coefficient rose in Bulgaria, Hungary, 
Poland, Romania and the Soviet Union, and fell 
marginally in Czechoslovakia and the German Demo- 
cratic Republic. 

In order to test the significance of these changes, the 
observations for the two sub-périods were pooled. 
Dummy variables on the intercept and output coeffi- 
cients were introduced and the regressions were re- 
run.*’> The regressions were also re-run with the intercept 
dummy alone and with the output dummy alone. The fit 
of the equations marginally improved in some cases but 
in most neither dummy coefficients was significant. In 
Poland and Romania, the output dummy was, however, 
significant for industry, suggesting that the relationship 
between output growth and labour productivity strength- 
ened significantly in those two countries. Overall, the 
results indicate that the relationships shown in table 
3.6.10 persisted over the whole decade, and that the 
relatively weak relationship in Romanian industry 
strengthened in 1976-1980. 

In order to quantify more precisely the effects of the 
relationship between 1971-1975 and 1976-1980, an 
equation was run using the change in the relative growth 
rates of productivity and output between the two periods 
to illustrate directly the cost, in terms of labour 
productivity foregone, of the deceleration of NMP and 
total (gross) industrial output growth. The results are 
shown on the right-hand side of table 3.6.10. 

With regard to the material sphere, significant results 
were obtained for five countries (excluding Hungary and 
Romania). The results indicate that for each percentage 
point decline in output growth between the early and late 
1970s, productivity growth fell by some 1 per cent in 
Bulgaria, Czechoslovakia, the German Democratic 
Rept and the Soviet Union - and by 0.6 per cent in 
Poland. 


275 P =a + bQ + cD + dD, with D and р, = O during 1971-1975 
and D and D, = 1 in 1976-1980. 


For industry, significant results at the | per cent level 
were obtained for all countries but Romania (where the 
result was not significant at all). They indicate that for 
every | percentage point reduction in output growth rates 
between 1971-1975 and 1976-1980, labour productivity 
declined by 0.4 per cent in Poland, by 0.5 and 0.7 per cent 
in Bulgaria and Hungary respectively, and by about 0.8- 
1.2 per cent in Czechoslovakia, the German Democratic 
Republic and the Soviet Union. All six of these 
coefficients were significant at the 1 per cent level. 


(c) Output and employment changes 


The generally high regression coefficients of output 
changes in relation to labour productivity changes 
(except in Romania) found in the previous sub-section 
may in part reflect the slow adjustment of employment to 
structural changes in output, or the fact that, in 
economies committed to a full employment objective, 
changes in output growth rates over time are not 
accompanied by changes in the growth of total employ- 
ment. In order to test this hypothesis employment was 
regressed against output on a cross-sectional basis for the 
material sphere and industry for each country under 
review. If the hypothesis is valid, then the close 
association between labour productivity and output 
changes should be accompanied by a weak association 
between employment and output changes. 

The results of the exercise are summarized in table 
3.6.11. They show that, in most countries, no relation- 
ship was found between changes in employment and 
changes in output throughout the decade. The regression 
coefficients were insignificant in Czechoslovakia and 
Hungary (material sphere) and in the German Demo- 
cratic Republic and Hungary (industry) and in the same 
instances the В? was also very low. Elsewhere, a 1 per 
cent rise in output was associated with employment 
changes typically of zero to 0.2 per cent over the decade 
in both the material sphere and in industry — except in 
Romania where the corresponding change in employ- 
ment was about 0.4 per cent. The results between 
countries are of course a mirror image of the productivi- 
ty/output regressions; labour productivity changes are 
most closely associated with output changes in Hungary 
— the country where employment is least responsive to 
output changes — followed in order, in both the material 
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(ABLE 3.6.12 


Labour productivity and employment growth 
(Average annual compound percentage change) 


ES ee ee 


Labour productivity Employment 
Estimated Actual Implied Actual 
1981-1985 1976-1980 1981-1985 1976-1980 
A. NMP 
Bulgaria ео, | И 4.2 6.1 —(0.5 = 
Czechoslovakia. . . . . 2.1 3.2 0.2 0.4 
German Democratic Republic. 4.6 3.6 =(0),5) 0.4 
Hungary | nr 3 3.44.2 3.5 (—0.7}(-1.9) ПЫЛ 
Poland : ewe oe oe: №7 
Romania ote Gt a re» 3.4 6.9 8.5) 
SevicteUnion 9 = . . . = DG 3.2 0.7 1.0 
B. Industry 
Bulgaria of Oe of eee 4.3 4.9 0.8 13 
Gzechoslovakia see ca) 27 3.9 0.4 0.6 
German Democratic Republic. 4.6 4.4 0.5 0.5 
Hungary И Пе: 4.9 4.5 —1.1 0.3 
Poland : sum, aaa ee 42 0.2 
ROMANIA: Gees В ме. 4.8 5.8 Dail 3.5 
Soviet Union Me A ey liu ©. 3.0 2.8 ТЯ 1.6 


Sources: National statistical publications and ECE Secretariat estimates. 


Note: See note to table 3.6.1. 


sphere and industry, by the German Democratic 
Republic, Czechoslovakia, the Soviet Union, Poland, 
Bulgaria and Romania. Ranked from the weakest to the 
strongest association of employment and output changes, 
the countries follow virtually the identical order in both 
the material sphere and in industry.*’° 

This type of economic behaviour in conditions of 
decelerating output growth can bring about a labour 
productivity growth slowdown in the short term. 
However, when output expands it may quickly feedback 
into labour productivity gains. This tends to put ina new 
light the labour shortage problem often discussed in the 
Soviet and east European press: if employment is not 
responsive to output changes, then neither does output 
necessarily respond to employment changes. In other 
words, an upturn in output could be achieved rather 
quickly with existing employment levels, over the short 
term at least, given the removal of the supply constraints 
discussed above. Such an upturn would also bring about 
a swift rise in labour productivity. 


(d) Labour productivity and the five-year plans 1981-1985 


The results presented in sub-section (b) above confirm 
for the centrally planned economies the close association 
of labour productivity changes and changes in output in 
both halves of the decade. This is of particular relevance 
in the framework of national plans to raise the efficiency 
of economic development during 1981-1985 while at the 
same time accepting noticeably lower aggregate growth 
targets as part of the process of structural adjustment in 
industry and in the economy as a whole. It will be 
recalled from an earlier section that targets for output 
(NMP) were set higher than in 1976-1980 only in the 
German Democratic Republic, and were substantially 
lower ш Bulgaria, Czechoslovakia and the Soviet 
Union. For industrial gross output, plan targets were 
higher than for 1976-1980 in the German Democratic 
Republic, Hungary and the Soviet Union though only 
marginally so. 


276 The only exception is industry where the ranking of Poland and 
Bulgaria are reversed in the case of responsiveness of employment to 
output changes. 


Given the close association of output and labour 
productivity growth described above, and given NMP 
growth rates in the 1981-1985 five-year plans — lower 
than those recorded in 1976-1980 — no major acceler- 
ation of labour productivity growth can be expected in 
the centrally planned economies of the region over 1981— 
1985. Five-year plans, in fact, contain few targets for 
labour productivity growth; an exception is Bulgaria, 
where employment and NMP obiectives suggest a labour 
productivity deceleration during 1981-1985 from 6 per 
cent to 4.5 per cent annually and, in industry, a slight 
increase over the previously achieved 4.4 per cent per 
year. In Hungary a rise of 3.8 per cent (from 3.5 in 1976- 
1980) is foreseen for the material sphere (NMP per 
employee, based on the mid-point of the range of output 
forecast). Romania anticipates a rise in industrial 
productivity from 5.8 to 7 per cent annually,?’’ and а 
sharp increase is also expected in Soviet industry (from 
2.8 to 4.2 per cent annually). 

Table 3.6.12 shows the extent of productivity changes 
arising from output changes in 1976—1980 on the basis of 
the output/productivity relationships shown in table 
3.6.10, and also the productivity effect for 1981-1985, 
assuming that the same relationship holds during 1981- 
1985, on the basis of published output targets. The 
implied employment, rise if output targets were to be 
achieved, is shown in the third column of the table, while 
the last column shows, for reference, the actual rise in 
employment during 1976-1980. The table also shows the 
implications for labour productivity and employment in 
1981--1985 if output objectives were to be achieved as 
planned. 

Almost all countries’ output targets appear to leave 
room for a further slowdown in material sphere 
employment growth rates. For Romania, the NMP 
targets could imply either that a substantial acceleration 
in the growth of employment in the material sphere is 


277 However, it should be noted that for Romania, official industrial 
output and productivity indices are based on output weights relatively 
remote in time. For the purpose of the present exercise, branch output 
and hence productivity indices have been reweighted in terms of a 
more recent year (in the Romanian case 1977, which pulis down the 
derived aggregate output index over 1970-1980 by nearly 0.5 of a 
percentage point per year). 
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TABLE 3.6.13 


Growth of gross capital formation and investment ratios, 1971-1975 and 1976-1980 


1971-1975 1976-1980 1981-1985 (Plan) 
Investment Investment Investment Investment Investment Investment 
ratio growth ratio growth ratio growth 
(Per cent (Per cent (Per cent (Per cent (Per cent (Per cent 
NMP) annually) NMP) annually) NMP) annually) 
Bulgaria 36.6 6.7 36.6 4.1 32.3 0.9 
Czechoslovakia SM 7.8 95:7 4.1 29.4 = 
German Dem. Вер. 30.1 3.8 31.0 5.3 25.4 = 
Hungary 8533 5.6 37.4 4.4 3335 0.5 
Poland 34.3 Wel 85.9 —0.4 28.82 Иа 
Romania 379 10.7 40.5 9.8 38.4 4.4 
Soviet Union 29.1 6.8 29.4 3.9 275 1.6 


eee 


Sources: National statistical publications and ECE Secretariat estimates. 
в 1981 actual, 


foreseen, or that large improvements in productivity will 
be achieved while the pace of output growth is 
decelerating — though it should be recalled that the 
output/productivity relationship was not significant. 
The table indicates some fall in labour productivity in the 
material sphere compared with 1971-1975 in all coun- 
tries but the German Democratic Republic and possibly 
Hungary. 

In industry, the corresponding figures show that the 
output plans of all seven countries take sufficiently into 
account the constraints on productivity growth and in all 
cases the employment growth implied by the plans is no 
higher, and in some cases substantially lower, than 
during 1976-1980 (on the assumption that the past 
relationship between output and productivity growth is 
maintained). Small labour productivity rises are indi- 
cated for the German Democratic Republic and the 
Soviet Union compared with performance in 1976-1980. 


3.6(v) Investment and technology 


The underlying sources of labour productivity changes 
are principally changes in the trend of investment — both 
quantitative, as they affect the total supply of fixed 
assets, hence permitting the substitution of labour by 
capital; and qualitative - improvements in the level of 
technology and the rapid adoption of the newest 
technology; changes in the share of the most up-to-date 
equipment in the total capital stock; and, finally, the 
concentration of investment allocations on sectors and 
branches where labour productivity levels are highest. 
The principal developments in each of these are 
discussed in sub-sections (a) and (b) below, which are 
followed by a summary of policies towards, and 
magnitudes of, imports of technology investment goods 
from outside the area (sub-section (c)). 


(a) Investment and capital intensity 


During the 1970s there has been a marked evolution in 
the role of investment in growth strategy. In successive 
five-year plans, the authorities have increasingly stressed 
policies to improve the efficiency of the investment 
process itself (shortening of lead times, concentration of 
resources on priority projects), and also, at the end-user 
level, to improve the efficiency with which capital 
equipment is used (see section 3.4 above). 

A feature of the late 1970s — and of the early 1980s to an 
even more marked degree — has been a planned and 
progressive slowdown in investment growth in all 
countries but the German Democratic Republic, though 


because of decelerating output growth the share of gross 
fixed investment in NMP (the investment ratio) rose 
during 1976-1980 in all countries over the average of 
1971-1975 (see table 3.6.13). However, most of the rise 
was due to the relatively fast expansion up to about 1976— 
1977, the subsequent fall producing declines in the gross 
investment ratios in the final years of the decade. 

The slowdown in employment growth and — as will be 
discussed later — a policy of slower capital equipment 
write-offs in most countries had the effect of maintaining 
the growth of capital intensity per employee at rates not 
noticeably lower than in 1971-1975. Indeed the rates 
accelerated for the material sphere in Czechoslovakia, 
Hungary and Poland - in the latter two countries 
reflecting largely declines in the absolute level of 
employment, especially in industry, between 1971-1980 
(table 3.6.14). The rates of growth of capital intensity in 
the industrial sector also accelerated in the above three 
countries and in Romania; but it decelerated in the 
Soviet Union where the growth of industrial employment 
has been particularly buoyant, and remained the same in 
Bulgaria.*7® 

Although the slowdown in the growth of employment 
helped to maintain capital intensity growth in quantita- 
tive terms, other factors had a qualitatively negative 
effect. There is some evidence that the constraints 
placed on investment growth were severe at the 
enterprise level. The rise in the investment ratio at a 
time of slower overall economic growth already reflects 
pressures to invest at a higher rate despite the overall 
economic constraints. There is also strong evidence that 
the quality of the capital stock, as shown in its age 
structure in particular, has been adversely affected by the 
aggregate investment slowdown. This has happened in 
two ways - first, by the apparent decline in write-off rates 
of fixed assets, and second by a fall in the share of new 
fixed assets in the total capital stock. 

To investigate the first element in the absence of 
specific figures on capital write-offs, a crude comparison 
of the difference between annual investment and annual 
increases in the capital stock was made, the difference 
between the two — an implicit write-off rate — being 
expressed as a percentage share of fixed assets in each 
respective уеаг.?7? As shown in table 3.6.15, write-off 


_ 778 Tn all countries apart from Romania, the growth of capital 
intensity in the material sphere has been typically 2 to 5 or 6 times 
higher than in the services sector — partly because fixed assets have 
grown more slowly in the latter, and partly because of higher than 
average growth rates of service sector employment. 

279 However, it should be recalled that fixed assets are shown in all 
countries reviewed at their undepreciated value (whether in constant 
prices or — as in Bulgaria and Romania — at historic cost). 
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TABLE 3.6.14 


Capital intensity per employee 
(Annual average compound percentage change) 
ИИ 


1971-1975 1976-1980 

Bulgaria 

Industry ears ce ee У И 6.6 6.6 

Material'sphere Se." Oke. - 8.7 79 

Non-material sphere. . . . . . 13 4.7 
Czechoslovakia 

О hap ee OR eet) oss 5.0 5.6 

Materialisphere =. os. Ct 5.4 5 

Non-material sphere. . . . . . 3.5 2.6 
German Democratic Republic 

ЮО а ру oe 5.9 5.4 

Matenalisphere> ‚о. че. 5.8 5:2 

Non-material sphere. . . . . . =03 0.3 
Hungary 

Е о eS 8.7 

Materalsphere о... . . 6.9 7.0 

Non-material’sphere. о 1.1 2.9. 
Poland 

INGUSENVERp Re о ООВ 6.4 8.7 

Matenalisphere. =. - =. . . 6.2 8.7 

Non-material sphere. . . . . . O50) 1.9 
Romania 

СВ ма аа о 6.3 6.7 

Малена рег = - ss ss 11.6 10.0 

Non-materialtspiiere =~" = 2.1 4.4 
Soviet Union 

NGUSIEVeRE ое 7.0 5.7 

Maternal spneres temen. 8 toe 13 6.3 

Nou-material sphere. -- 2. : ahi 32 


Sources: National statistical publications and ECE Secretariat estimates. 


TABLE 3.6.15 


Apparent depreciation rates, 1971, 1975 and 1980 


(Per cent) 
1971 1975 1980 
Material sphere 
Bulgaria Seen wee sen ys es, 4.2 3.9 2.6 
Czechoslovakia? OTs eee eS Mee! 1.6 
German Democratic Republic 3.8 355 2.9 
И И А ое. | PZ. 1157) 1.8 
Poland ге AR el Me 35 3.6 1.6 
vomiania, се Я НМ Lei (sre) 3:2 
Soviet Union i an 3:3 2.6 2 
Industry 
Bulgaria аа К, eat ous 2-3 4.1 1.9 
Czechoslovakia? 55 a ig Ce ЕЕ, 0.9 1.4 
German Democratic Republic 4.0 2.8 3.4 
оправы eee euey &, 278.0 0.5 1.9 
Poland ieee Ре 45, 9:4 6.5 2.4 
Роаа ее 0:9 (—1.6 ) 2.9 
Soviet Union имо 12 2.8 1.9 


EE Oe ew 


Sources : National statistical publications and ECE Secretariat estimates. Ур 
а Official write-off rates for Czechoslovakia confirm a rise over the decade, indicating 
rates of 3.1 per cent, 3.4 per cent and 3.5 per cent in 1970, 1975 and 1980. 


rates so derived fell over the decade in all countries but 
Czechoslovakia and Romania (in the first case since 
1975 only, reversing the trends between 1970 and 1975) 
and particularly since 1975. Though there is some 
fluctuation in the year-to-year movements, which are not 
shown here, it is not such as to invalidate the trends 
shown between benchmark years. 


It thus seems likely that, in a period of increasingly 
scarce investment resources, the response of enterprises 
11 most countries has been to keep older machinery and 
equipment in service to compensate for the more 
restricted possibilities for capital renewal. Only in the 
energy and fuels and, to a much smaller extent, in 
engineering and chemical branches (where write-off 
rates have, moreover, been rather higher than in industry 
as a whole), has the write-off rate been maintained or 
increased but even then not in all countries. 

These results are not inconsistent with the results of a 
further exercise to examine the share of new equipment 
in total capital stocks. The method used was to sum 
capital investment on a sliding basis over successive five- 
year periods, and to express that sum as a share of capital 
stocks in the final year of the period (the implicit 
assumption being that no fixed assets under five-years 
old are written off). The results, shown in table 3.6.16, 
indicate a fall in the share of fixed assets under five years 
old in most countries of the area. 

Reflecting the apparently more active policy towards 
write-offs of capital equipment, Czechoslovakia seems to 
have brought about some increase in the share of new 
fixed assets in its capital stock even though it is not at the 
head of the investment league in the area. Romania 
achieved a similar result, not only because of its 
apparently active write-off policy,?®° but also because of 
the continuing rapid rates of investment growth; these 
were by far the highest in the region thoughout the whole 
of the 1970s except for Poland in 1970-1975. In the latter 
country, it should be noted that the rapid build-up of the 
share of new fixed assets in the capital stock during the 
middle of the decade has fallen very rapidly — from a high 
point of 48.7 per cent in the material sphere achieved in 
1977 to over 7 percentage points less by 1980, reflecting 
the rapid reduction and indeed absolute decline in 
investment between 1975 and 1980. In Hungary, the 
share of new fixed assets in the total remained virtually 
unchanged since 1975. 

Only Czechoslovakia publishes data on the age 
structure of its capital assets. Citing this example is of 
interest, as in table 3.6.15 Czechoslovakia 1$ one of the 
two countries where the write-off rate of capital assets 
had increased. Data in table 3.6.17, taken from the 1972 
and 1976 fixed asset censuses, show the movements in 
the age structure of machinery and equipment fixed 
assets in the material sphere between the two years. 

No exact comparison with the derived capital write- 
off rates in the time periods mentioned earlier is possible 
—and also the official age structure figures above exclude 
the value of fixed assets in buildings. The census figures 
show however that an increase in the share of assets of 1— 
5 years old was offset by a fall in those between 6-15 
years old while the share of assets older than 15 years 
increased. 

One of the problems to which policy makers in the 
centrally planned economies are devoting increasing 
attention is the continuing decline in capital and 
investment productivity indicators — whether expressed 
in terms of production per unit of fixed assets or in terms 
of gross incremental capital-output ratios (ICORS).?8! 
These have been charted in the Economic Survey of 
Europe in recent years and are repeated in table 3.6.18. 


280 However, since fixed assets in Romania (and also in Bulgaria) are 
valued at historic costs rather than at constant prices, as is the case for 
other countries, they may be “undervalued” in respect of the 
investment figures (calculated at constant prices) to which they are 
related in the above table. 

281 The ratio of gross fixed capital formation to the rise in net 


material product. 
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TABLE 3.6.16 


Share of fixed assets under five years old in the total capital stock 
(Percentage share) 
ee 


Material sphere Industry 

19744 1975 1980 19742 1975 1980 
i 555 БТ 

Bulgaria Sy DRS Oe BP eS 50.3 47.7 55.0 5 
Czechoslovakia Ce ee ae ee 0:9 31.4 32.4 29.5 297 31.0 
German Democratic Republic . . . 42.6 41.8 39.9 44.1 42.9 41.1 
Hungary ПА eae heres 3057 36.4 36.2 43.0 41.7 42.0 
Poland J о ONS Se e416 45.3 41.4 50.0 54.8 46.7 
Romania Дыра Bae. 49.0 51.0 42.1 42.3 45.8 
SovietsUnion» <i e Bee © Aas 44.2 40.9 44.5 43.7 40.0 


OEE 


Sources: National statistical publications and ECE Secretariat estimates. | 
4 Figures on a comparable basis are lacking for some countries for the period 1966-1970,and no moving average was therefore calculated 


for the early 1970s. 


TABLE 3.6.17 


Czechoslovakia: Age structure of fixed assets in the material sphere 


(Per cent of total fixed assets in the material sphere) 


Age in years 1-5 
endl 972 Fs о 4 
ENnd=19 7650 cee eis eo пе в 40.3 


6-10 11-15 14-25 26-50 over 50 
26.2 20.3 10.5 39 1.8 
21.0 15-9 14.7 6.3 1.8 


Sources: Statisticka Rocenka CSSR 1974, рр.210-211 and Statisticka Rocenka CSSR 1978, рр.226-227. 


TABLE 3.6.18 


Capital productivity and incremental investment output ratios in the 
material sphere 1971-1975 and 1976—1980 


1971-1975 1976-1980 


Capital Capital 
productivity? ICORs’ productivity’ ICORs? 


Bulgaria ие = ГО 3.6 = 4.3 
Gzechoslovakia В. В 0:1 35) hE! 5.8 
German Democratic Republic —0.5 4.6 = 15 5.8 
"ОУ Боб о o's о 9 4.8 = 5-2 8.4 
РО 1 3.0 =59) 8.3 
Кошапа 9 4 oe oe oe 05 2] =P fs 4.0 
Sovict, Union ооо Фо es 3.6 =. 4.6 


Sources; National statistical publications and ECE Secretariat estimates. 
“ Average annual percentage change. 
> Ratio of gross fixed capital formation in the material sphere to the rise in NMP. 


There is no single reason for the downward movement 
of the capital productivity growth indicators presented 
above. To the extent that production has been held back 
by the slower growth of material input availabilities 
discussed earlier, some deceleration in the trend of 
capital productivity might be expected. The planned 
slowdown in investment growth rates, targeted in most 
countries for 1976-1980 was not fully achieved in 
several.*8? Taking into account also the apparent fall in 
write-off rates, which has left an increasing share of older 
equipment in commission, there is thus evidence of some 
imbalance in resource allocation between capital and 
current material inputs. Thus the decline in capital 
productivity suggests not simply a decline of efficiency in 
the use of capital, but the possibility of an increased 
degree of under-utilization of capital in the economy. 


28? Investment rose faster than planned in the German Democratic 
Republic, Hungary and the Soviet Union during 1976-1980. See 
Economic Survey of Europe in 1981, p. 239, table 3.4.1. 


This had implications for the level of labour productiv- 
ity associated with a given level of fixed assets during the 
decade. Table 3.6.19 relates the indices of labour 
productivity and of the level of fixed assets over the 
period 1971-1980. It shows that, in the material sphere, 
the level of labour productivity associated with a given 
level of fixed assets was between 12 and 33 per cent less 
in 1980 than at the beginning of the decade, and between 
8 and 43 per cent less in industry (based on gross output 
per man). Put differently, this means that the volume of 
fixed assets required to raise labour productivity by a 
given amount has increased at an extremely rapid rate — 
particularly in the final years of the decade. It is indeed 
noticeable that the downward movement was relatively 
small in most countries (except Romania and the Soviet 
Union) between 1970 and 1975 — and in Czechoslovak 
industry the index even moved upward; but the decline 
of the index greatly intensified between 1975 and 1980 in 
most countries. 


(b) Domestic science and technology 


The above finding is, perhaps, rather surprising in the 
light of the few figures available to evaluate the R&D 
technology efforts of the centrally planned economies. 
Total expenditures on R&D range between some 2 and 5 
per cent of NMP in 1979 — with the lowest in Romania 
and Poland and the highest in the Soviet Union. Of the 
four countries for which earlier figures (for 1975) are 
shown, R&D expenditures declined in Poland, but 
elsewhere grew faster than NMP. The number of R&D 
personnel, which ranged between 2 and 3 per cent of total 
employment in 1979, grew in all countries twice as fast as 
total employment over the decade — and three times as 
fast in the Soviet Union. This was so even in Poland 
where the number of R&D personnel dropped very 
substantially in 1978 and 1979. Rising trends are also 
discernible for total education expenditures, since 1970. 
These accounted for a share of 4.7 to 7.5 of NMP in 1977 
depending on the country, but excluding Poland where 
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: ‘ TABLE 3.6.19 
Relationships between fixed assets and labour productivity levels: 


(Undices, 1970 = 100) 


a 


1975 


1980 


Material sphere 


Bulgaria a en a a er 94.3 
@zechoslowakia. Sire 2 98.1 
Осипа Dem) Вер. № ee OTM 
Hungary И ЕК. 98.4 
Poland вр к ur 97.5 
Romania ВЕКА ee 96.4 
SOMICt О 0 meee 81.3 


SSS eee ЕЕ ВИ 


Industry Material sphere Industry 
89.1 86.1 78.3 

102.0 85.3 92.2 
ОЭ 88.1 89.5 
90.9 86.1 78.9 
88.0 71.5 68.2 
73.65 82.9 57.0 
87.9 66.7 70.5 


Sources : National statistical publications and ECE Secretariat estimates. 
“Index of labour productivity divided by the index of capital stocks. 


’ Calculated on a national accounting basis (net output). 


TABLE 3.6.20 


Identified investment goods trade between the centrally planned economies 


(Value, billions of current US dollars) 


Exports Imports 

1970 1975 1980 1970 1975 1980 
Bulgaria MOFGA S * iad) bam 0.834 1.26 2.08 0.932 1.14 1.94 
Czechoslovakia И ae 1.25 2.44 4.52 0.55 1.53 55 
German Democratic Republic . . 1.50 3.30 5.92 0.60 5 2.42 
Hungary Пса ie 0.42° 1.20 2.42 0.29° 0.75 1.29 
АА 0.62 2.06 4.28 0.65 1.74 3.28 
Romania Ses eae eRe 0.28 0.60 1.02 0.28 0.53 1.09 
ЗО 4 sc. ee 0.98 2.83 5.21 DSHS) 6.51 12.43 
Total ea fe een г 5550¢ 13.69 25.45 5.60° 13.95 25.00 


Sources: National statistical publications and ECE Secretariat estimates. 


Note : Since trade statistics for most CMEA countries are incomplete, the table almost certainly understates the true value of flows; some part will be included in 
the unexplained residual between total flows (not shown here) and the sum of flows identified by country (shown above). 


21973. 
ь 1971. 
< Totals for 1970 and estimated. 


the shate fell from 3.8 to 3.4 per cent between 1970 and 
1977.2 

Given a research effort rising faster than aggregate 
economic growth, the centrally planned economies seem 
to be experiencing some difficulties in incorporating new 
technologies into economic activity.28+ This problem, 
though clearly perceived, is complex and has been 
addressed in a variety of ways. Changes in the 
organization of R&D activity were introduced to 
encourage the faster adoption of new technology into the 
production process — notably in the German Democratic 
Republic, where research establishments have been 
linked more closely with end-users by concentrating 
them administratively within the new Kombinate. 
Several countries have introduced changes 1n the overall 
economic planning mechanism — notably the transfer to 
net rather than gross output as a main performance 
indicator, with the aim of providing financial rewards 
for rationalization, economies in the use of materials and 
better quality of output through the adoption of new 
technology (see section (vi) below). 

Following some initial activity in the 1960s, the early 
1970s also saw a number of initiatives at the internation- 
al level — specialization agreements within the CMEA 


283 Data taken from UNESCO yearbooks and national statistics. 

284 See article by Academician У. Trapeznikov, Pravda, May 7, 
1982, where it is argued that the main reason for the slowdown in labour 
productivity growth is the tendency to undervalue the potential effects 
of science and technology and management improvements. 


area in the supply of investment goods, and, for a time, 
the intensive promotion of east-west industrial со- 
operation. These are discussed in the following sub- 
section. 


(c) Investment goods imports 


It is not possible to analyze the effect of either 
expanded intra-regional or east-west technology flows on 
labour productivity performance with precision, but 
some general observations can be made. 

A first initiative in intra-regional technological co- 
operation was the signing at the beginning of the 1970s of 
long-term agreements on production specialization (in- 
cluding investment goods) within the CMEA frame- 
work. This has had some noticeable effects on the 
pattern of intra-CMEA investment goods exchanges. 
The second was the decision made at the beginning of the 
decade by the individual centrally planned economies to 
increase the import of investment goods and also licences 
and know-how from the developed market economies. 

In the first case, the 1970s have seen fast growth in the 
volume of intra-regional investment goods exchanges, 
and some indications of growing specialization by 
participating countries. As shown in table 3.6.20, the 
size of investment goods trade between the countries of 
the area rose very fast over the whole of the decade. 
Particularly large increases in exports were registered by 
Poland and the Soviet Union. While the German 


220 Eastern Europe and the Soviet Union 


Democratic Republic remains the biggest CMEA suppli- 
er of investment goods to the other countries of the 
region, by 1980 it was closely followed by the Soviet 
Union (third biggest supplier in 1970) and by Czechoslo- 
vakia and Poland (fifth biggest supplier in 1970). 

With regard to east-west exchanges of investment 
goods, the first years of the decade saw a rapid expansion 
of centrally planned economies’ purchases which contin- 
ued up until about the middle of the decade in both value 
and volume terms. However, there has been a sharp 
decline in the share of investment goods purchased from 
outside the CMEA area in the total of such imports (from 
41 per cent in 1975 to 30 per cent in 1980 in terms of 
current dollars) though it is still somewhat bigger than in 
1970 (about 28 per cent).*°° 

The post-1970 upsurge was thus followed by a sharp 
deceleration in the trend of growth in the value of 
investment goods imports from the developed market 
economies after 1975 (table 3.6.21), and, apparently, by 
absolute declines in their volume (table 3.6.22). Clearly, 
the competing demands on export earnings — the rise 
of which was hampered by the slow growth of export 
opportunities in the developed market economies — made 
by importing sectors, notably agriculture, and the steep 
rise in the indebtedness of the centrally planned 
economies have exerted powerful constraints on the 
growth of trade in general. The sharp deceleration in 
imports of investment goods has been much more 
marked than that of overall imports of goods from the 
developed market economies. The slowdown in the level 
of such purchases suggest a considerable downgrading in 
the priority accorded to this class of imports (see table 
3.6.21 below). The size of the adjustment may indicate 
that the impact of imported technology on domestic 
productivity and output levels was smaller than orig- 
inally expected. 

Precise quantification of the impact of purchases of 
OECD technology is not possible. But even allowing for 
time lags between purchase and commissioning of plant 
the dynamic expansion of purchases was not ac- 
companied by any significant improvements in labour 
productivity in aggregate or in the sectors and branches 
which were the biggest users of OECD technology, with 
the exception of transport and perhaps chemicals. 
The upsurge in pipeline imports from the OECD 


TABLE 3.6.21 


Identified investment goods exports of OECD countries to the centrally 
planned economies 


(Value, billions of current US dollars) 


1970 1975 1980 

Bulgaria ria Вора "ОТО 0.51 0.40 
ОО Ом до поро 0% 0.64 0.85 
German Democratic Кериб с“. . 0.16 0.33 0.52 
Hungary Ca ress И А aes eee WOE LD) 0.41 0.73 
Poland. О о Me ears) 2.19 1.58 
Romania Be pests coer Mice ee LDS 0.64 0.81 
SOW Wifey © Gals. сны в ARE 4.93 5.72 
аа Sl ru nace te ome) 9.65 10.61 


Source: OECD East-West data base. 


* Excluding exports by the Federal Republic of Germany to the German Democratic 
Republic. 


285 However, it should be recalled that the intra-CMEA investment 
goods trade figures exclude the intra-CMEA component of flows not 
identifiable by country (see note to table 3.6.20 above). Moreover, 
intra-CMEA trade levels may be underestimated relative to east-west 
flows due to the undervaluation effect of the intra-CMEA trade price 
formation system described earlier. 


countries clearly played a role in expanding the Soviet 
Union’s gas and oil export capacity. aa 

While it would appear that large-scale injections of 
foreign technology in most countries during the early 
1970s have not given rise to any noticeable effects on 
labour productivity, there may have been certain 
negative consequences. For instance these imports may 
have been associated with the more persistent expansion 
of imports of intermediate goods with a relatively high 
technology content. Although, as noted in section (iv)- 
(a), imports of such goods have declined relative to 
output growth, they did not fall as much as imports of 
investment goods — perhaps because they are necessary 
for use with the imported investment goods for which 
inputs of an appropriate specification are not available 
from domestic sources. To the extent that such imports 
are constrained by the balance of trade position, any 
resulting shortages may have affected the smooth 
operation of imported plant and may hence have 
restrained their productivity-boosting effects. 

At all events, it seems that policy by the end of the 
1970s favoured the expansion of intra-regional, rather 
than east-west trade in investment goods. In volume 
terms, a comparison of purchases of investment goods 
from OECD countries with the movement of investment 
expenditure at constant prices, shown in table 3.6.22, 
indicates that the share of such imports in the total 
investment effort in 1980 was approaching or falling 
below the levels in 1970.286 Although it is not possible to 
give comparable volume figures for the two flows, the 
share of investment goods purchased from outside the 
region in total identifiable imports of investment goods 
has fallen in current prices compared with the high point 
reached in 1975/1976. 


3.6(vi) Policy responses 


In the centrally planned economies greater attention 
has been devoted to labour productivity growth as the 
basic factor of overall economic growth.*8’ Neverthe- 
less, as declining trends in labour productivity growth 
became more apparent during the 1970s, the imperative 
of orienting economic policy to achieve higher labour 
productivity has been felt more strongly and, under 
changed external and internal conditions, has been 
linked with broader strategies to achieve higher efficien- 
cy on the basis of full utilization of intensive growth fac- 
tors.?8° The transition from predominantly extensive to 


286 Because of the lack of correspondence between import and 
domestic price levels and relatives, it is not possible to indicate the 
actual value of imported investment goods in total investment in the 
centrally planned economies. 

287 “Тре principal factor in economic growth is increasing labour 
productivity. Under the Eleventh Five-Year Plan the productivity of 
social labour must be increased by 17-20 per cent. This is to account 
for no less than 85-90 per cent of the growth rates of national income. 
It is necessary to ensure much higher growth rates of labour 
productivity in industry, agriculture, construction and railway trans- 
port than those of the Tenth Five-Year Plan. 

In all branches of the economy it is essential in every way to create 
proper conditions for highly productive work, to accelerate integrated 
mechanization and automation in every way, persistently introduce 
team-based organization of work, improve rate-setting and enhance 
the incentive role of pay. Steps should be taken to increase production 
at existing enterprises with the same or fewer personnel. Attention 
should be also given to making more rational use of labour in the non- 
productive sphere”. N.A. Tikhonov: Documents and Resolutions of the 
XXVI Congress of the CPSU, Novosti, Press Agency Publishing House 
Moscow, 1981, p. 112. 

288 “Extensive” growth is characterized by the predominant role of 
expansion of all production inputs — labour, fixed assets and material 
inputs in relation to output. “Intensive” growth is characterized by the 
predominant role of factor productivity. Intensification on this basis 
may be described as a process whereby total productivity gains provide 
an increasing contribution to output growth. 
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TABLE 3.6.22 


Relationship between OECD investment goods exports to the centrally planned economies and gross fixed investment 
in 1970, 1975 and 1980 


Undices, 1970 = 100) 
a a ОО И 


Industry 

1975 1980 
Bulgaria ео. дз 172.8 64.2 
Слесвочоуака ева. 78.7 49.3 
German Democratic Republich . . 60.6 61.4 
Hungary ae eee 122.5 120.0 
Poland т ее gee al 152.7 90.1 
Romania sca hash HE УЕ 114.7 82.7 
SovicmUnion sa. = 159.3 92.3 


Material sphere Total economy 


1975 1980 1975 1980 


173.9 71.6 170.5 69.7 
81.8 52.9 81.5 55.4 
87.1 70.9 81.9 65.8 

130.0 131.6 119.6 120.9 

203.2 112.4 213.3 109.1 
13.5 37.8 74.6 39.9 

146.5 93.6 154.0 100.5 


—_—_——--..nX nw к ____и_и_и_и_и 


Sources : OECD East-West data base, national statistical publications and ECE Secretariat estimates. 
* Volume index of growth of OECD investment goods exports to each country shown divided by the volume index of each country’s total gross fixed capital 


formation. 


» Excluding exports by the Federal Republic of Germany to the German Democratic Republic. 


an intensive type of reproduction process on the basis of 
overall intensification has been proclaimed as the only 
possible alternative for solving complex economic 
problems and increasing living standards under condi- 
tions of scarcity of the main production resources. 

As to the numerous policy responses to labour 
ры issues only the most important are discussed 

elow. 


(a) Scientific and technical progress 


Scientific and technical progress is considered to be a 
major determinant of labour productivity growth. 
Nevertheless, the precise way in which science and 
technology is related to labour productivity growth is 
complex and may not be fully understood, and also 
insufficient quantitative information is available at the 
macro-economic level. 

Although policy objectives and priorities may vary 
from one country to another, measures taken by the 
government authorities and management have been 
generally directed towards expanding scientific and 
technological potential, accelerating the application of 
the results of research and development and raising the 
effectiveness of countries’ participation in the interna- 
tional division of labour. 

A lot of attention has been devoted to technological 
advance. Investment programmes have reflected this 
policy orientation primarily through the high priority 
given to technology-promoting branches. A structural 
shift in favour of engineering and chemical industries 
has been envisaged in the plans and realized. Many 
countries have elaborated programmes of modernization 
and reconstruction for entire industrial branches and 
some non-industrial activities (notably construction and 
transport). Investment expenditures destined for recon- 
struction and modernization have increased their share 
of total investment. | 

Systems of planning and stimulating technical devel- 
opment have striven, especially in recent years, to 
overcome the separation of research and _ scientific 
institutions from production units, to link the planning of 
science and technology with the planning of industrial 
development and to improve the evaluation criteria and 
incentive systems in scientific-technical institutions. 

Considerable efforts have been made and measures 
adopted in the sphere of scientific and technical 
progress. But it has been recognized in many statements, 
that the implementation of technical development and 


innovation activities in the centrally planned economies 
needs to be speeded ир.?8? 


(b) Human factors 


The human factor generally and the qualitative side of 
the labour force specifically have become more and more 
important under the conditions of limited employment 
growth and the increasing requirements of economic, 
technological and social developments on education and 
skill. The improvement of education and training and 
incentive systems thus represented an important element 
of policy responses with regard to labour productivity. A 
generally increasing share of specialists with higher and 
secondary education in total employment can be ob- 
served in all the centrally planned economies. Increasing 
attention is being devoted to the more efficient utiliza- 
tion of this human potential. 

New methods of labour organization have been 
promoted for example in the Soviet Union, where great 
importance is attached to the brigade forms of organiza- 
tion and stimulation of labour on the basis of complex 
systems of increasing effectiveness and quality of labour 
and to the so-called ““Schchekinskii” movement which is 
oriented towards the achievement of savings in labour 
and increases in production by means of a complex array 
of rationalization measures and the remuneration of 
workers from a special bonus fund built up as a result of 
decreases in the workforce. 


(c) International division of labour 


The international division of labour and closer co- 
operation within the CMEA region is seen as another 
important factor of labour productivity growth. It is 
expected that shifts in the structure of output will take 
place on a bigger scale as new forms of international 
specialization and co-operation and actions to speed up 
technological progress, improve quality and realign 
output structures to changes in demand, are 
implemented. 


289 See, for instance, the speech by Yu. Andropov at the Session of 
the Central Committee of the CPSU on 22 November 1982: “the 
question is not new ... Nevertheless, progress is slow ... The answer, 
too, is long known: to introduce a new method or new technology, 
production has to be reorganized in one way or another, and this affects 
fulfilment of plan targets. Moreover, you may be taken to task for 
failing production plans but only scolded at the most for poor 
introduction of new technology ... It is necessary to create a situation in 
which those who boldly introduce new technology do not find 
themselves at a disadvantage”. ECOTASS, 6.12.1982. 
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In close connection with the long-term target-oriented 
programmes of international co-operation (in the field of 
fuels, energy and raw materials, the engineering indus- 
try, consumer goods production, the agro-food complex 
and transport systems) a plan of multilateral integration 
measures for the 1981-1985 period was approved at the 
35th session of the CMEA held in Sofia in June 1981. It 
provides for five major joint capital construction 
projects, 13 large-scale projects of co-operation and 
specialization in the chemical and engineering indus- 
tries, and 13 programmes of scientific and technical co- 
operation. | 

At the 36th Meeting of the Session of the CMEA т 
June 1982 in Budapest it was emphasized that attention 
will be devoted to the co-ordination of multilateral plans, 
special importance being attached to the re-tooling of the 
national economies, the provision of CMEA countries 
with fuel, raw materials and foodstuffs, the launching of 
the production of resource-saving machines and equip- 
ment, and rational location of energy-consuming enter- 
prises. Closer co-operation in producing micro-proces- 
sors, industrial robots and components for computer 
systems was agreed. 


(4) Improvements in management and planning 


The leading role in implementing the economic 
strategy of higher efficiency and labour productivity is to 
be played by improvements in the system of manage- 
ment and planning. Efforts to improve the system of 
management and planning intensified at the end of the 
1970s and are continuing. 

In 1978 important decisions in this area were taken in 
Bulgaria and Romania. In 1979 a decree “Оп the 
Improvement of the Economic Mechanism and Raising 
the Efficiency of Production and the Quality of Work” 
was approved in the Soviet Union. In 1981 a “Set of 
Measures for Improving the System of Planned Manage- 
ment of the National Economy” was introduced in 
Czechoslovakia. In the German Democratic Republic 
significant steps were taken during 1976-1980 to 
establish large-scale industrial and construction com- 
bines with responsibility for a relatively closed product 
development cycle extending from research and develop- 
ment to foreign trade. In this respect the role of the 
Kombinate in drawing up plans, making investment 
decisions, selecting production programmes, and partici- 
pating in marketing and foreign trade was strengthened. 

In Hungary, economic reform measures were intro- 
duced in 1968 and still continue. Economic policy is 
based on a flexible approach to planning, while the 
system of economic regulators is designed to facilitate a 
more economically rational behaviour of enterprises. 

Overall changes in the economic mechanism in all the 
centrally planned economies seem to be oriented towards 
improving the system of planning (involving a transition 
from quantitative targets based on gross output to 
qualitative indicators connected with net output) and 
promoting incentive systems (profit and profitability 
which are to play a greater role in the creation of 
enterprises’ own funds. Wages and bonuses are to be 
more closely linked with indicators expressing the actual 
performance of individuals). 

The process of change shows signs of having acceler- 
ated in recent years. The formation of large-scale, 
specialized or vertically integrated production complexes 
has been carried out in many countries of the region. 
Despite the trend towards concentration and centraliza- 
tion of production in large enterprises, a number of 
countries have recently begun paying more attention to 
small state and co-operative enterprises, on the assump- 


tion that small enterprises can adapt more easily to the 
changing demands of the market. 

During the late 1970s and early 1980s, many changes 
in management and planning were introduced or 
announced. However, some experts within the centrally 
planned economies suggest that further changes may be 
necessary if further progress along a more efficient, 
“intensive” development path is to be obtained. As 
noted by a Soviet economist: “Even though a great deal 
has already been done, measures taken to improve the 
economic mechanisms in the European CMEA countries 
are nonetheless more oriented toward the elimination of 
shortcomings than toward the formation of a mechanism 
that is appropriate to the conditions of developed 
socialism and that is capable of decisively placing the 


economy on the track of intensive development”.*?° 


3.6(vii) Summary 


Analysis of the centrally planned economies of eastern 
Europe and the Soviet Union in 1976-1980 presented for 
example in Economic Survey of Europe in 1981, and 
elsewhere, brings out two important features in econom- 
ic development: a deceleration in the trend rate of 
growth of net material product and a high coincidence of 
net material product and labour productivity growth 
rates. In order to clarify further these phenomena, the 
Secretariat set out to analyse labour productivity growth 
in the centrally planned economies of the region. This 
paper is the first stage of a programme to examine the 
causes, nature and implications of the labour productiv- 
ity growth trends, and therefore its findings should be 
regarded as tentative. 

The analysis presented in this paper confirms a high 
correlation between NMP and labour productivity 
growth rates during the 1970s in the centrally planned 
economies. When NMP growth rates attain high levels 
as was the case in the first half of the 1970s, labour 
productivity also rose at a fast pace. However, under 
conditions where factors other than the work force 
constrain net material product growth, labour productiv- 
ity becomes a dependent rather than a determining 
factor of NMP growth - at least for as long as these 
constraining factors affect NMP growth. An attempt to 
identify these factors was therefore a major objective of 
the present paper. 

Available statistical data do not provide a firm basis 
for determining the factors constraining labour produc- 
tivity growth and, hence, NMP growth. Some tentative 
conclusions could be drawn nevertheless. 

It was found, firstly, that employment structures did 
not significantly react to changes in NMP growth. 
Where there are significant differences in the growth 
patterns of individual sectors and industrial branches, 
the overall efficiency of the economy would require 
substantial differences in employment growth between 
sectors and branches. Prevailing management and 
planning systems, however, partly due to the forces of 
inertia, did not reinforce the expected changes and the 
labour force was found to be rather resistent to sectoral 
and branch shifts in output. 

At the same time, the analysis of the components of 
labour productivity growth shows the very different 
effects of the structural shifts in employment which did 
in fact take place. Summarizing the finding on this 


290 В. Yevstigneev: “Improvement of the Economic Mechanism in 
European CMEA Member Nations”, Voprosy Ekonomiky, No. 4, 


1981. For English text, see Problems of Economics, Vol. XXV, No. 2, 
June 1982. 
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subject, it was found that there were significant positive 
structural effects on total labour productivity growth in 
the material sphere in most countries of the region in 
1971-1975 while their contribution declined in 1976— 
1980. At the same time labour productivity in industry 
was boosted by structural shifts in employment which 
were larger in 1976-1980 than in 1971-1975, although 
their contribution, on the whole, was not very big. 

Thirdly, the analysis of actual as against planned 
labour productivity growth rates indicates that the 
tendency for productivity growth to slow down in the 
second half of the decade was not fully taken into account 
in the centrally planned economies. In fact, the policy of 
gradual adjustment to the substantial changes in the 
world market, which the centrally planned economies 
adopted after the first oil shock, and which may well be 
considered desirable on social and — in the short term — 
even on economic grounds, led to a slow, partial and 
rather muted reaction to the post 1973 oil price rise and 
its ancillary effects on world markets. Therefore there 
were no large and immediate sectoral and branch 
adjustments and no major changes in the existing 
employment structure, though such changes were neces- 
sary for achieving the planned growth rates of NMP and 
labour productivity. 


Finally, it was argued that scarcity of indigenous 
technology and the increasing costs of the main imported 
material inputs also affected NMP and labour productiv- 
ity growth rates, although it was not possible to quantify 
the size of such effects. However, a definite fall in the 
material intensity of net output in the material sphere, 
particularly in industry, was recorded in most countries 
of the region. At the same time, it was confirmed that 
large increases in fixed assets did not bring about 
substantial changes in the growth of labour productivity. 

In one way or another many of these tentative findings 
have also been reported in the national sources of the 
centrally planned economies of eastern Europe and the 
Soviet Union. A general orientation towards an inten- 
sive type of economic development in the 1981-1985 
five-year plans reinforces the relevance of labour 
productivity growth for achieving the objectives of the 
general development strategy of these countries. Five- 
year and annual plans, as well as changes announced or 
introduced in management and planning, call for a set of 
measures to boost labour productivity. These range from 
those affecting the scale and speed of scientific and 
technical progress to those dealing with increased 
participation in the international division of labour, 
particularly within the CMEA. 
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CHAPTER FOUR 


INTERNATIONAL TRADE AND PAYMENTS 


4.1 OVERVIEW AND BACKGROUND: THE ECE REGION IN THE FRAMEWORK OF WORLD 
TRADE AND FINANCIAL DEVELOPMENTS 


The present section examines the main trends in the 
external economic relations of the ECE countries against 
the background of recent world developments in interna- 
tional trade and finance. Part (i) summarizes the most 
recent changes in the foreign trade of the region, reviews 
the recent changes in the pattern of current account 
balances, and concludes with an assessment of prospects 
for world trade. Part (ii) reviews some of the main issues 
posed by changes in the foreign trade policies of national 
governments. Part (111) focuses on some new features in 
the recent evolution of international financial relations 
and concludes with a survey of global and east-west 
financial flows in 1981-1982. 


4.1(i) Developments in world trade and current account 
balances 


Since its previous peak in 1979, the expansion of world 
trade has continuously slowed, coming in 1981-1982 toa 
full halt of volume growth. Trade value in dollar terms 
actually declined in these two years. The sharp 
deceleration of international trade growth reflects the 
direct and indirect effects of the second round of oil price 
increases, but it was reinforced and prolonged by the 
economic policies pursued in the industrialized western 
countries. These policies primarily restrained import 
demand, but they also affected trade and payments 
through their impact on the financial markets, in 
particular via the rise in interest rates and the dollar 
appreciation. 

After the oil price rise of 1973-1974, the slow growth of 
the developed countries’ imports was partly offset by an 
increase in their exports to the developing countries. In 
fact, the oil exporters increased their import demand 
rapidly, but nonetheless had a large investible surplus. 
Part of these resources was transferred to other develop- 
ing countries in the form of medium- and long-term loans 
which boosted their import capacity.??! 

Since 1979-1980 the situation has developed rather 
differently. World imports of oil have fallen significant- 
ly as a result of the slowdown in economic activity, oil 
saving measures and a swing from stockbuilding to stock 
draw-down. Hence, energy prices weakened and actual- 
ly fell in 1982. Faced with a squeeze on their current 
account surpluses, the oil exporting countries slowed 
down the growth of their imports. Their positive role in 
trade stimulation has been considerably reduced. De- 
mand for non-oil commodities also declined and their 
dollar prices dropped markedly. Furthermore, a number 
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of developed countries have tended to limit imports by 
raising non-tariff barriers. The non-oil developing 
countries thus have faced decelerating exports and 
declining terms of trade; in addition, the sharp rise in 
interest rates and the appreciation of the dollar up to 
mid-1982 meant a growing debt service burden and 
increasing financial difficulties, which led to import 
cutbacks in many of these countries. Hence, the 
dynamism that the developing countries brought to 
international trade in the 1970s has vanished more 
rapidly than was foreseen and is unlikely to reappear in 
the near future. 

Data for the first nine months of 1982 point to a 4 per 
cent reduction in the value of world exports in relation to 
the same months of 1981. Exports from the ECE region 
seem to have remained virtually at the 1981 level, the fall 
in the value of exports from the market economies of the 
region being almost offset by rising exports from the 
centrally planned economies (table 4.1.1). The fall in the 
value of world exports in the first three quarters of 1982 
mostly resulted from significantly declining oil trade (the 
value of OPEC exports dropped 23 per cent in the first 
half of 1982), but exports from non-oil developing 
countries also fell some 7 per cent, against a 10 per cent 
growth in 1981. The downturn in OPEC export revenues 
in 1982 was mainly the consequence of an estimated 16 
per cent decline in volume (following volume reductions 
of the same order of magnitude in the two preceding 
years), while the drop in the other developing countries’ 
export earnings reflected primarily the fall of prices in 
dollar terms. These countries’ export volumes seem to 
have risen in 1982, although at a much lower rate than in 
previous years (table 4.1.2). Price changes also account- 
ed for a 2 per cent reduction in the value of exports from 
the developed market economies in the first three 
quarters of 1982. West European export volumes 
expanded by 3 per cent and those of North America 
declined by 7 per cent. The deterioration in the 
competitive position of the United States, owing to the 
appreciation of the dollar, was probably the main cause 
of the drop in exports from North America. The value of 
exports from the European centrally planned economies 
rose by an estimated 6 per cent in dollar terms, with an 8 
per cent increase in the exports of the Soviet Union and 4 
per cent value growth in the exports of the east European 
countries. In volume terms, both Soviet and east 
European exports expanded about 5 per cent.??? 


292 The relationship between value and volume changes in the 
foreign trade of the European centrally planned economies in 1981 and 
1982 differs from that observed for most market economies owing to 
continuing adjustments of prices on the пига-СМЕА market towards 
world market price levels (see section 4.3 below). 
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TABLE 4.1.1 


Changes in the value of world trade, by region, 1977-1982 
(Percentage change over previous year) 


1981 1982 
Country group $ billion 1977 1978 1979 1980 1981 Jan-Sept. 
Exports 
Developed market 
ceca fete ий 1234.4 13.8 19.6 27.9 jie? = = 
Developing market 
economies Ss PES 547.3 13.9 4.5 38.2 ey =i) Я 
ОРС о 280.0 10.0 = Bh) 49.3 41.4 5.7 21 
Non-oil developing 
countries WY ce Gee 267.3 18.5 13.8 28.0 21.1 10.3 — 6.92 
European centrally 
planned economies te 158.0 16.4 14.2 20.1 Sal 2 7.8 
MOPAR 6 5 5 o 5 5 » ~ WOBREY 14.1 153 29.6 18.0 = = ob) 
Memorandum item 
ЕСЕ eae 2 5 203-00] 15) 18.8 24.4 16.6 = 39 (0) 
Imports 
Developed market 
economies ee ee ee PRES 13:5 16.0 28.6 20.2 Sil —4.5 
Developing market 
economies eo ee 480.3 РЕ [335 a WES 27.0 18-2 | 
OPEG™ 6. eee 138.2 34.1 LG) — 31.0 9.9 10.42 
Non-oil developing 
countries RL i. 342.2 15.2 17.4 26.1 255 о — 4.62 
European centrally 
planned economies Se 154.5 Os 17.0 13.4 15.0 0.3 3 
sLotaleabovem games Bane ls 5:0. 1119716 14.7 16.0 24.8 22 = 8 57 
Memorandum item 
ВО дер LOO OL8 13.8 159 25.9 18.7 —7.4 И 


Sources: United Nations, Monthly Bulletin of Statistics, New York, December 1982, and, for the centrally planned economies, ECE secretariat data based on national statistical 
publications. For market economies, exports are f.0.b. and imports c.i.f.; for most centrally planned economies, exports and imports are f0.b.. 


а First half. 
TABLE 4.1.2 
Changes in the volume of world trade, by region, 1977-1982 
(Percentage change over previous year) 
1982 
Country or group 1977 1978 1979 1980 1981 Jan.—Sept. Full year 
Exports 
Developed market economies . 5 6 7 4 я — и 
North America . 5% 3 11 8 5 =) =i) =i 
УЕ торе 5 6 7 2 2 3 1 
Developing market economies 0 4 8 =5 —6 = = 
OPEC . ив 1 —4 3 = —18 = (08 —1 (5 
Non-oil developing countries 5 10 9 6 10 22 3 
European centrally planned 
economies 9 5 5 2 1 6 5 
Eastern Europe . AEE PD TP ВВ 9 6 8 » 2 3 4 
Soviet. Union itty. ЗН dee 10 4 1 2 — 9 5 
Total above 4 5 7 2 1 = uy 
Imports 
Developed market economies . 4 5 8 = il 3} 1 == 
North America . See Vit 9 7 3 = 2 —6 =5) 
Wiestemns Europes сое eas ме № 3 3 11 1 5) 2 2 
Developing market economies 8 8 2) 5 й Sy —- 
ОРЕС_- реж, 15 5 Si) 15 26 158 и 
Non-oil developing countries 71 8 11 4 6 = = 
European centrally planned 
economies Pe cg ee ease ae aces 3 9 2 4 1 == Е. 
Easterns горе = Ви НИ 5) 5 2) 1 — —7 —6 
Soviet Union 1 14 2 7 8 7} 8 
Total above 4 6 7 1 = 2 == 


Sources United Nations, Monthly Bulletin of Statistics, New York, December 1982; IMF, World Economic Outlook, Washington D.C., April 1982, for the OPEC 
and non-oil developing countries in 1977-80; OECD, Economic Outlook (32), Paris, December 1982, for the OPEC and non-oil developing countries in 1981 and for 


developed and developing market economies, full year 1982. ECE secretariat estimates for the developing countries in January-June 1982 and for the centrally 
planned economies. 
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TABLE 4.1.3 


Changes in world export values by origin and destination, 1981-19822 
(Percentage change from same period of previous year) 


ААА 


Developed 
market 
economies 


Country group of origin 


World 

1981 0.0 —5.4 

1982 : —4.2 г 
Developed market economies 

1981 —1.9 == 

1982 — 0.8 0.8 
North America 

1981 9.9 4.2 

1982 —4.0 32 
Western Europe 

1981 —10.0 13.0 

1982 13 zal 
Developing market economies 

1981 2.3 =57.8 

1982 Е 136 
ОРЕС 

1981 —2.8 —4.8 

1982 ree — 24.5 =P 
Non-oil developing countries 

1981 8.8 ie? 

1982 —5.6 = 
Centrally planned economies 

1981 Dail —0.8 

1982 беты <. 122 8.9 
European centrally planned economies 

1981 и О: 1.6 —4.6 

1982 10.1 8.7 


Developing market 
economies 


Centrally planned , 
economies 
OPEC 


Non-oil European 


12.9 97 5.4 4.3 
7.3 =) 0.0 19 
12.1 ON 9.3 6.6 
9.0 eh — 10.8 7.5. 
25.3 15.0 20.4 19.0 
11.8 — 6.4 eit 16.3 
5.8 —3.0 3.2 3:2 
10.3 2.1 — 14.2 = 133 
20.9 10.7 10.0 WLS 
—15.5 —22.6 —12.9 = 138 
Iles) 3.8 =, — 11.4 
—10.5 — 310 =A) S20) 
23.3 20.7 15.3 18.2 
ГО =) — 10.6 — NES 
22.7 9.1 15 НЫ 
90.3 16.9 11.8 11.8 
3.2 9.3 7 1.3 
57.4 1.8 11.6 11.6 


Source: United Nations, Monthly Bulletin of Statistics, New York, December 1982, Special table В. 


* First half of each year. 


An analysis of changes in the value of exports by 
destination, based on data for the first half of 1982 (table 
4.1.3), indicates that the fall in the value of North 
American exports was due to a decline in exports to other 
developed market economies and to non-oil developing 
countries. West European exports to these markets 
increased, suggesting that the loss in North American 
price competitiveness gave west Europeans the possibil- 
ity to gain market shares. In fact, west European exports 
to developed and non-oil developing market economies 
increased by 2 per cent in the first half of 1982, while 
North American exports to the same regions fell by 3 and 
6 per cent respectively. The OPEC countries and, to a 
lesser extent, the non-oil developing countries exper- 
ienced substantial declines in exports to all destinations. 
During the same period, the centrally planned economies 
still showed substantial gains in exports to all partner 
groups, but especially in trade with the oil producers. 

The value of imports (table 4.1.1) declined in all country 
groups with the exception of the oil producing countries, 
which registered a 10 per cent rise, and the European 
centrally planned economies, where the 7 per cent 
increase in imports of the Soviet Union offset the 4 per 
cent decline in the imports of the countries of eastern 
Europe. As regards import volume (table 4.1.2), the most 
striking development in 1982 was the decline in the 
imports of non-oil developing countries, which material- 
ized earlier than foreseen. In April 1982, the IMF had 
forecast a 3 per cent volume increase in these countries’ 
import demand, and the OECD projection in July of the 


same year pointed to a 4 per cent growth. But more 
recent estimates??? put the import volumes of non-oil 
developing countries about 3 per cent below the 1981 
level. The import capacity of these countries was 
dramatically affected, particularly in the second half of 
the year, by collapsing commodity prices, sharply rising 
debt service payments and shrinking availability of 
external credit. 

The volume of west European imports increased 
rather rapidly in the first half of 1982 but declined in the 
third quarter. For the year as a whole, western Europe 
seems to have registered a 2 per cent import growth, 
which compares with a 5 per cent fall in 1981 and with 
nearly stagnating GDP in 1982. Actually, the 1981 
import reduction was largely due to a 9 per cent cutback 
in oil imports, while in 1982 west European imports of 
fuels declined by only another 2 per cent (see table 4.2.2), 
probably as a result of falling real prices and the 
approaching exhaustion of destocking as a source of 
supply. On the other hand, imports of manufactures and 
foodstuffs seem to have been buoyant in the major 
European market economies, while there appears to 
have been no significant change in imports of raw 
materials (table 4.1.4). 

In North America, import volume fell sharply in the 
first six months of 1982 but increased somewhat in the 
third quarter as domestic demand started to recover. 
Over January-September, the volume of North Ameri- 


293 OECD (December 1982) and United Nations (February 1983). 
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TABLE 4.1.4 


Selected developed market economies: commodity imports in 1982 
(Percentage change in volume from previous year) 


Selected west European 


countries? North America? 
Food: се 4 1 
Raw materials : — = 
Energy Бо в —4 —16 
Manufactures . . 7 =) 


Source: ECE secretariat calculations, based on OECD estimates for the full year in 
OECD, Economic Outlook (32), Paris 1982, Tables 41 to 47. 
в Federal Republic of Germany, France, United Kingdom and Italy. 
ь Canada and the United States. 


can imports dropped 6 per cent in relation to the same 
period of 1981, a decline that includes a fall in imports of 
oil of nearly 20 per cent. The import decline for the full 
year of 1982 may have been only 5 per cent, implying that 
the recovery observed in the third quarter continued in 
the fourth quarter of the year. 


Imports of the east European countries declined on a 
volume basis by 6 per cent in 1982, following on a 5 per 
cent fall in the preceding year. The 1982 downturn again 
reflects a sharp drop in imports from the market 
economies (-14 per cent), which was offset only partially 
by a small increase in imports from socialist countries. 
The import volume of the Soviet Union, on the other 
hand, continued to expand strongly in 1982, with a 9 per 
cent increase in imports from other centrally planned 
economies and a 6 per cent increase in imports from the 
developed and developing market economies. 

Price developments have also played a significant role 
in recent changes in the different regions’ external 
positions. The slowdown of inflation in the developed 
market economies led to a clear softening of world prices 
of manufactures which, owing to the appreciation of the 
US dollar, meant falling prices in dollar terms both in 
1981 and 1982 (table 4.1.5). On the other hand, with the 
easing of demand in the oil market, the average OPEC 
price fell by about 5 per cent in 1982. The dollar prices of 
non-oil commodities dropped 16 per cent in 1981 and 
continued to fall at the same rate in the first three 
quarters of 1982. As a result of these price movements, 
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CHART 4-1-2 
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the terms of trade of non-oil developing countries, which 
had steadily deteriorated since 1977, reached their lowest 
level since the early 1950s in 1982. The OPEC terms of 
trade also deteriorated in 1982, after significant gains in 
the previous three years. The terms of trade of North 
America improved in both 1981 and 1982, while those of 
the European market economies registered a slight gain 
only in 1982, following a deterioration over the period 
1978-1981. The terms of trade of the Soviet Union 
continued to improve and those of east European 
countries declined, owing mainly to the price movements 
in the шиа-СМЕА market (chart 4.1.1 and table 4.1.6). 

The globai pattern of current account balances has 
substantially changed since 1980 (table 4.1.7 and chart 
4.1.2). The OPEC surplus practically vanished in 1982, 
as a result of declining export revenues and relatively 
buoyant imports. The aggregate current account deficit 
of the OECD area fell from $69 billion in 1980 to about 
$30 billion in 1981, but is estimated to have risen again to 
some $40 billion in 1982.94 This recent deterioration, 
which contradicts earlier forecasts of a further improve- 
ment, resulted mainly from lower imports by countries 
outside the OECD area and from a sharp worsening of 
the United States’ trade balance. 


294 This is an OECD estimate of December 1982. The Bank of 
England estimated an aggregate deficit of $22 billion for the OECD, 
originating entirely in the smaller member countries, with the major 
OECD countries reaching balance (Bank of England, Quarterly 
Bulletin, London, December 1982). Estimates of the Department of 
International Economic and Social Affairs of the United Nations 
(February 1983) also point to a much more favourable current account 
for the developed market economies, namely a deficit of less than $6 
billion in 1982. 


External constraints have become particularly press- 
ing for an increasing number of non-oil developing 
countries. The aggregate current account deficit of these 
countries deteriorated sharply in 1980, mainly because of 
the oil price increases. In 1981 it worsened by some $10 
billion because of a rapid deterioration of the invisibles 
account. In fact, adverse terms of trade in this year were 
offset by compensating trade volume movements, but 
outflows on account of interest payments and profit 
remittances grew by about one quarter, due primarily to 
higher interest rates and exchange rate movements.?°> In 
1982, part of the improvement in the trade deficit of non- 
oil developing countries was offset by a further increase 
in the deficit on services and private transfers, which has 
doubled from some $15 billion in 1979 to about $30 
billion in 1982.296 By the end of 1982, debt service 
payments represented 25 per cent of the non-oil 
developing countries’ export earnings, and this share 
rises to more than 40 per cent for those countries that are 
net oil exporters (Mexico, Ecuador, Peru, Egypt, 
Tunisia, Malaysia and Syrian Arab Republic).??’ Fur- 
thermore, banks have become significantly more cau- 
tious regarding a number of developing countries. The 
share of the non-oil developing countries in international 
medium- and long-term bank loans fell to 25 per cent in 
the second half of 1982 from 37 per cent in the first half of 
the year and 43 per cent in 1981.78 

295 UNCTAD, Trade and Development Report, 1982 (United Nations 
publication, sales No. E.82.11.D.12), New York, 1982. 

296 OECD, Economic Outlook (32), Paris, December 1982, Table 60. 

297 IMF, World Economic Outlook, Washington D.C., April 1982. 

298 See table 4.1.11 below. 
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TABLE 4.1.5 


Market economies: changes in trade prices (in US dollar terms), by major commodity groups, 1977-1982 
(Percentage change over previous year) 


eae er 


1982 

1977 1978 1979 1980 1981 Jan-Sept. 
Manufactures: ee ee owe 9 15 14 11 —5 =" 
Oil ее 8 2 45 68 13 =5) 
Non-oil commodities . .. . 75) =i) 15 15 —16 —16 


SS SE ES SSS SS SSS 


* Export unit value index for manufactures of developed countries, United Nations, Monthly Bulletin of Statistics, New York, December 1982. 
ь OPEC average ($ US per barrel), NIESR, National Institute Economic Review, No. 102, London, November 1982. 
© Indices of market prices of principal commodity exports of developing countries, UNCTAD, Monthly Commodity Price Bulletin, Vol.1I, No. 12, Geneva, 


December 1982. 


TABLE 4.1.6 
Changes in the terms of trade (in terms of US dollars), by region, 1977-1982 
(1975 = 100) 
ae a ee 8 
1982 
Country group 1977 1978 1979 1980 1981 Jan-Sept. 
Developed market economies’. 98 100 98 90 89 92 
North America eran И 97 94 93 85 87 89 
Western Europe... . 99 101 100 95 92 93 
Developing market economies. 106 100 109 124 128 126 
OPEC те 106 95 122 173 194 189» 
Non-oil developing countries 112 108 107 103 101 97» 
European centrally planned 
GPO соке бе 103 104 107 108 109 109 
Eastern Europe eer 98 97 95 94 91 88 
АИС: И Бо вов 110 113 123 129 136 140 


Sources: United Nations, Monthly Bulletin of Statistics, New York, December 1982; IMF, World Economic Outlook, Washington D.C., April 1982; United 
Nations, Department of International Economic and Social Affairs, estimates for OPEC and non-oil developing countries in 1982; ECE secretariat estimates for 


the centrally planned economies. 
* Excluding Ecuador and Gabon and including Oman. 
> Full year. 


While data on the overall current account balance of 
the European centrally planned economies are not 
generally available, the movement of commodity trade 
balances indicates that a significant adjustment has 
occurred. The trade account of the east European 
countries, which showed a sharply reduced deficit in 
1981, registered a surplus of $4 billion in 1982 (see table 
4.3.7 below). Whereas in 1981 the improvement in the 
trade balance of these countries was largely offset by the 
growth in the deficit on invisibles, owing mainly to rising 
interest rates, in 1982 the movement in the trade account 
was clearly large enough to eliminate the overall current 
account deficit of the group. In the case of the Soviet 
Union, the rise in the trade surplus from $6.2 billion in 
1981 to $7.6 billion in 1982 should contribute to a 
significant increase in the overall current account 
surplus,*99 

The large statistical inconsistency in international 
current account compilations for the last two years 
suggests that the real pattern of current account balances 
may differ from the one presented above.2°° This 
statistical discrepancy appears to be related to inconsis- 
tent recording of transactions in services and private 
transfers for the industrial and oil exporting countries. 
Tentative adjustments allowing for the main sources of 


299 ECE estimates discussed in section 4.4 below point to a 
turnaround of the east European current account position from a deficit 
with market economies of about $7-8 billion in the years 1979-1980 toa 
surplus of perhaps $2-3 billion in 1982, whereas the Soviet Union, after 
a deficit of some $1 billion in 1981, should again be in surplus in 1982. 

300 See the bottom (total) line in table 4.1.7, which should be zero. 


TABLE 4.1.7 


Balance of payments on current account, by major country groups 
(Billions of US doliars) 


1979 1980 1981 1982 
Total OECD countries , 88 —69 —31 = 
North America в Shore to 1 == —8 
North West Europe? 7 = —47 —24 ой 
Southern Europe? . . . . —2 = —12 == 
Japanig к в о 9 =i"! > Я 
ORE Cope Ак ао 115 67 2 
Non-oil developing countries 5 = Shs 63 —73 — 63 
Обет ранее 4 Sil —10 a 
Eastern Europe and 

Soviet Union? . ~ . 4 = —6 5 

Total G4, 2758 5 Te ees Se A 8 7 —47 `*—101 


Source : OECD, Economic Outlook (32) Paris: December 1982, tables 28, 29 and 56. OBCD 
forecasts for 1983. Current account data including net official transfers. 

а Western Europe other than southern Europe. 

> Greece, Portugal, Spain and Turkey. 

“Includes centrally planned economies, Yugoslavia, South Africa, Malta, Gibraltar, 
China and selected other Asian countries. 

“ECE secretariat estimates (see table 4.4.5). 

< Errors and asymmetries. Historically, the discrepancy has been greatly influenced by the 
asymmetric recording of re-invested earnings on foreign direct investment and the recording of 
exports of ships to flags-of-convenience countries (see Edwin Veil, “The world current account 
discrepancy”, OECD Economic Outlook — Occasional Studies, Paris, June 1982). In the last two 
years another important source of discrepancy has been an apparent systematic under- 
recording of investment income, especially by financial asset holders in oil-exporting 
countries. One estimate of these various sources of error suggests that the OECD current 
account position in 1981 was some $11 billion better than actually recorded and that of the oil 


exporters better by about $14 billion (see Bank of England, Quarterly Bulletin, London, 
September 1982, p.356). 
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asymmetry show a much better external position for 
industrial countries and oil exporters.3°! 

Prospects for international trade in 1983 are highly 
uncertain. Trade developments will be strongly affected 
by policy stances adopted in the developed market 
economies, but they will also depend on the possibilities 
open to major debtor countries for new credits and for 
restructuring and refinancing their foreign debt. The 
developments of the last few years have shown that there 
is a real danger of a vicious circle. A restrictive policy 
stance in the developed market economies tends to 
reduce import demand and, hence, to limit export 
opportunities for other countries. The developing 
countries, faced with declining export revenues and with 
intensified external constraints, will have to cut back 
imports, with a further depressing effect on the devel- 
oped market economies. Similar considerations may 
also apply to the prospects for east-west trade, at least 
with regard to the countries of eastern Europe, whose 
import demand is likely to be closely linked, at least in 
the near future, to the development of their export 
earnings. 

In its most recent forecast, the OECD secretariat has 
significantly lowered its estimate of imports into devel- 
oping countries in 1983. One fifth of the reduction is 
attributed to the impact on the import capacity of these 
countries of weaker demand in the OECD area and lower 
commodity prices. The remaining four fifths of the 
reduction represent the effect of the financial constraints 
experienced by some of the developing countries. This 
was estimated to lower the real income growth rate of the 
OECD countries by one half of one percentage point.?°? 
In the late 1970s, the link between real income growth in 
the industrial countries and export growth in non-oil 
developing countries was weakened by the increased 
availability of external credit. This allowed imports to 
expand in the developing countries in spite of the slow 
growth in the industrial economies.°°> But external 
financing is not likely to work to the same extent in the 
near future. 

Developments in trade and payments will also depend 
upon the policy instruments used in the developed 
market economies, in particular with respect to mone- 
tary policies. In fact, the steady rise in interest rates that 
lasted up to mid-1982 affected the trade volumes and 
prices of non-oil commodities with high storage and 
carrying costs; it also raised the burden of debt servicing 
and lowered the profitability of investment projects 
financed through foreign borrowing. At present, with 
inflation decelerating in the major industrial market 
economies, money growth targets have been eased and 
interest rates are somewhat lower. On the other hand, 
the improvement in the terms of trade of developed 
market economies could lead to some recovery in their 
import demand and thus in international trade. The 
outlook is clouded, however, by the expected downward 
trend in the import demand of both OPEC and non-oil 
developing countries. : 

Finally, trade among the centrally planned economies 
is likely to be influenced again, as it was in 1982, by the 
ongoing adjustment in the region to past world market 
price shifts. This will probably involve a further decline 
in the terms of trade of the east European countries. In 
1982, this evoked a substantial expansion in export 
volume in the intra-CMEA trade of these countries and a 
cutback in import volume (see section 4.3 below). A 


301 Bank of England, Quarterly Bulletin, London, September 1982. 

302 OECD, op.cit., p. 137. 

303 M. Goldstein and M.S. Khan, Effects of the Slowdown in 
Industrial Countries on Growth in Non-Oil Developing Countries, 
(Occasional Paper No. 12), Washington, International Monetary 
Fund, August 1982. 


similar pattern can be expected in 1983, with perhaps 
somewhat higher growth rates as most countries in the 
region, including the Soviet Union, envisage some 
increase in NMP growth. 

Table 4.1.8 presents a number of trade and current 
account forecasts for 1983.3°* Exports from the devel- 
oped market economies may increase some 2 per cent, 
although in the OECD forecast the growth in European 
exports is partly offset by a fall in exports from the 
United States. Total imports of the developed market 
economies seem likely to increase at a higher rate than 
exports. In particular, energy imports are foreseen to 
start growing again with the fall in oil prices and the 
probable exhaustion of destocking as a source of supply. 
A recovery in the import demand of the developed 
countries, especially that of the United States, may 
enlarge the scope for a revival of export growth in the 
developing countries, particularly the newly industrializ- 
ing ones. In any case, the combined deficit of the non-oil 
developing countries is expected to fall in 1983, mainly 
due to declining imports. Uncertainties remain, how- 
ever, with respect to price developments for non-oil 
commodities. In the last months of 1982, prices of metals 
increased in dollar terms, probably owing to speculative 
demand, but there has been no significant change in the 
prices of other commodities.2°> On the other hand, the 
external positions of non-oil developing countries appear 
to be rather sensitive to changes in interest rates and 
exchange rates and, not least, to the availability of 
external financing. Finally, the outlook for OPEC 
export revenues is very clouded. Though export volume 
may grow, that is likely to be offset by the reduction in 
nominal oil prices; hence, any improvement in the 
OPEC current account has probably to come from the 
import side. 

In sum, the present economic recession has general- 
ized in such a way that recovery cannot be expected to 
come, as it did in 1975, from external demand stimuli. 
Export-led growth now has to give way to growth 
through domestic demand, namely by means of more 
expansionary policies in countries that have achieved a 
significant reduction in inflation and are not in a weak 
external position. 


4.1(ii) Recent developments in commercial policies 


In the past few years, the world trade system has been 
subject to increasing protectionist strains, spreading use 
of various non-tariff barriers, and more frequent and 
serious disputes between trade partners reflecting grow- 
ing disagreements over trade policies. These tendencies 
appear to be global and a continuation of a trend which 
started in the second half of the 1970s. It is feared that 
the accumulation of protectionist measures will slow the 
necessary structural changes presently under way, 
increase the difficulties of developing countries in 
servicing their debt, and impede global economic 
recovery. Furthermore, once such measures become 
imbedded, it may become increasingly difficult to 


304 The OECD forecasts are based on unchanged nominal crude oil 
prices, an assumption that has already turned out to be unrealistic. 
Further, projections are based on the technical assumptions of no 
change in actual and announced policies, and of unchanged nominal 
exchange rates from the time the projections were finalized (November 
1982). 

ый According to United Nations estimates, prices of agricultural 
products will continue to decline in 1983 (except for tropical 
beverages), while those for minerals, ores and metals are expected to 
remain stable. The OECD secretariat forecasts no change in 
commodity prices on the average, with prices of metals and agricultural 
raw materials increasing slightly and those of food, beverages and 
vegetable oils registering a new fall. 
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TABLE 4.1.8 


World trade volumes and current-account balances: forecasts for 1983 
(Percentage change from previous year, billions of US dollars) 


nn EEE SEES 


OECD AIECE? United Nations 
(Dec. 1982) (Oct. 1982) (Feb. 1983) 

ihe geet sae noes tee ait OR FE Eee 
Exports (percentage change) 

Developed market economies ile 75 eZ 

OPEC te ae Gree 15 5 Se 

Non-oil developing countries 3 2 4 

Other countries#y 777) ee. LS 3 3 
Imports (percentage change) 

Developed market economies 32 3.5 2 

OPEC pose: GS ee 6 — 3 

Non-oil developing countries =? — — 

Other сонет ВВ Е 1 2 2 
Change т current-account balances 

($US billion) 

Developed market economies —15° De 12.5 

OPEC ne enitive РИ В 15 (small improvement) —15¢ 

Non-oil developing countries 15 (small improvement) 12 

Othericountriess Gaye ane == — — 972) 


~ Sources: OECD, Economic Outlook (32), Paris, December 1982; AIECE, “World Trade 1981-1983”, report 
presented by the Working Group on Foreign Trade to the 1982 autumn meeting (Brussels, 18-19 October 1982), 
published in ISCO, Congiuntura Italiana — Rassegne mensile, Rome, November 1982; United Nations, Department 
of International Economic and Social Affairs (preliminary estimates for World Economic Survey 1982-1983). 


< Association d’Instituts Européens de Conjoncture. 


> OECD countries only. 

© Capital surplus oil exporting countries. 

4In the AIECE and United Nations forecasts, 
¢ European countries only. 


reverse the process. A number of high-level meetings, 
including in particular the GATT Ministerial Confer- 
ence in November 1982, have been held with the aim of 
improving the working of the international trade system. 

The increase in protectionist pressures has been due to 
a number of factors, the most important of which has 
been the prolonged world economic recession, rising 
excess capacity and the concomitant climb in unemploy- 
ment. In this environment both industrial management 
and organized labour have often sought government 
action in the form of relief from import competition. It is 
also likely that exchange rate developments have led to a 
strengthening of protectionist pressures in those coun- 
tries with strong and/or appreciating currencies. 

Persistent balance-of-payments deficits have not been 
an important factor in giving rise to trade impediments 
among most developed market economies, although 
there have been instances where governments have 
instituted trade-restraining measures when such imbal- 
ances have worsened. In eastern Europe, however, 
imports had been curtailed in some countries for this 
reason through the use of administrative measures, 
quotas, and tariff surcharges and, more recently, because 
of the necessity to accelerate their external adjustment 
(see sections 4.3-4). Trade policy measures have also 
been important among the developing countries because 
of their external positions and are likely to become more 
so under the increased pressure to improve their trade 
accounts. 

Many measures of varying importance have been used 
recently to limit imports on the one hand and encourage 
exports on the other. Perhaps the most significant of the 
former are ‘“‘voluntary” export restraints (automobiles, 
steel, etc.). They are generally negotiated on a bilateral 
basis and involve various forms of market sharing. An 
increasing share of world trade is being conducted 
according to such agreements which are periodically 


centrally planned economies only. 


updated, taking into account current developments. 
Other measures have been cited recently as having come 
into use in particular situations — quotas, surveillance 
techniques, anti-dumping procedures, “safeguard 
clauses”, labelling requirements, new customs formali- 
ties, etc. Regarding export promotion, the issue of 
subsidies — which can take a variety of forms (at the 
production, investment, export stage; export credit 
interest rates, etc.) — has been an increasing source of 
controversy, particularly in respect of agricultural pro- 
ducts and steel. . 

Generally, the traditional industries — steel, textiles 
and clothing, shipbuilding and agriculture — have in the 
past been the beneficiaries of various policy aids, and 
this continued to be the case in 1982. There has also been 
more of a tendency for protectionist measures to spread 
to the more modern and, until recently, relatively 
dynamic sectors such as automobiles and certain 
branches of.electronics. In the latter case, measures have 
been taken not only to ease the pressure on established 
industries, but also to allow relatively new products to 
enter large-scale production and capture a certain share 
of the domestic market. 

On the whole, it would appear that pressures for 
adopting protectionist measures will continue and 
possibly intensify if world economic activity remains 
sluggish and unemployment stays at high levels. On a 
global scale such a tendency would be reinforced by 
debtor countries’ attempts to improve their external 
accounts and, very likely, by their having to adjust to a 
lower level of financing. Moreover there appears to be 
some willingness on the part of certain countries to 
respond to difficulties by considering additional mea- 
sures — extending voluntary restraint agreements to 
previously unaffected products or industries, negotiating 


safeguard clauses, instituting local content requirements 
and so on. 
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TABLE 4.1.9 


Growth of world production and exports, 1963-1981 
(Average annual percentage of change in volume ; elasticity ratios) 


м poy Mea Lage Fee een а 


1963-73 1973-81 1978 1979 1980 1981 

Production 

All. commodities ды. о.’ 6.0 3.0 4.0 3:5 1:5 1.0 
ее 2S 2.0 4.0 905 1.0 2.5 
ПЕ LEY So бесы iene 555) 1.0 —1.0 3.0 — 2.0 —5.0 
Manufacturing . 2 . . . 7.0 3.5 4.5 5.0 1.0 1.0 

Exports 

Auvcommodities 6. ee) 8.5 3.5 55 5:5 i) 0.0 
росе = a ae noe ete 4.0 4.5 9.0 7.0 3.0 3.0 
Minerals? Silas Об 7.0 — 25 1.5 5.0 —8.0 = 120 
Manufacturing ..... 11.0 5.0 5.0 5.0 4.5 4.5 

Ехрог!5/Ргодисйоп? 

All commodities MN Рю 1.4 102 1.4 1.6 1.0 0.0 
Apricultures в Ch rt 1.6 2.3 23 — 14.0 3.0 1.2 
Minerals? 1.3 PS) 15 oy 4.0 4.0 
Manufacturing 1.6 1.4 1.1 1.0 4.5 4.5 
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Source: Based on data in GATT, International trade 1981/1982, Geneva, 1982, Tables 1 and 2. 


* Including fuels and non-ferrous metals. 
> Elasticity of exports with respect to production. 


East-west trade has also been affected by a number of 
these trade policy developments.*°° Eastern countries 
have pointed to increasing barriers encountered by their 
products in western markets, while western countries 
have drawn attention to reductions in eastern imports 
and the insistence of some eastern countries on compen- 
sation deals. However, two developments, in particular, 
appear to have influenced the present east-west econom- 
ic climate, thereby contributing to recent significant 
changes in east-west trade (discussed below in section 
4.4). The financial difficulties experienced by Poland 
and Romania in 1981 led to the near-termination of 
lending to these two countries by western commercial 
banks, and to the curtailment of new credits to the other 
eastern countries as well. Also, various sanctions were 
instituted by some western countries in response to the 
imposition of martial law in Poland in December 
1981.307 These measures, particularly the suspension of 
officially-backed credits for goods other than food*°* 
and the suspension by the United States of most- 
favoured-nation treatment of Polish goods, are likely to 
have had a significant effect on Poland’s trade.3°° 

The adoption by western commercial banks of a very 
restrictive lending policy towards all eastern countries in 
1982 led to profound changes in the external balances of 
eastern Europe. By contrast, total Soviet trade with the 
west was not noticeably affected, although some sectoral 
flows may have been curtailed. East-west financial 
developments are discussed in some detail in section 
4.1.(iii) below, while their impact on east-west trade is 
examined in section 4.4. 

Despite the rise in the number of restrictive measures, 
their effects do not yet show up significantly in global 
trade flows. Although the growth in world exports of all 


306 For a recent review of changes in east-west commercial policies, 
see United Nations, Economic Bulletin for Europe, Vol. 34, No. 4 
(December 1982). 

307 The sanctions imposed by certain western countries on Poland 
and the Soviet Union have been outlined in Economic Bulletin for 
Europe, 1ос.си., pp. 483-484. ; 

308 This decision was taken by NATO Foreign Ministers in January 
1982. The United States also suspended officially-backed credits for 
food. 

309 See Economic Bulletin for Europe, loc.cit., p. 483 for an estimate 
made by the United States government of the likely effect of this 
measure on US imports from Poland. Also, see section 4.4.(11) below. 


commodities does appear to have slowed recently 
relative to the increase in total world production, 
particularly in 1980 and 1981, this may be explained 
largely by the decline in output and trade in minerals, 
including oil (table 4.1.9). The downturn in the trade of 
the latter commodity can be attributed not only to the 
easing of total world output growth, but also to 
significant consumption cuts in reaction to higher prices 
in oil-importing countries. Developments in agricultural 
trade, while subject to protectionist policies, also reflect 
changes in weather conditions. 

The average annual growth of world trade in manufac- 
tures has slowed by over one-half between the two 
periods, 1963-1973 and 1973-1981, while the growth in 
manufacturing output has slowed by approximately the 
same amount. Therefore, the elasticity of world exports 
with respect to world production has declined only 
slightly. Yet, this elasticity actually rose in the shorter 
and more recent period, 1980-1981, a time in which a 
decline in this measure might have been expected owing 
to the upswing in trade constraints.7!° While the exports 
of manufactures continued to grow at the rate of roughly 
5 per cent in 1980 and 198], manufacturing output growth 
dropped sharply. This is the opposite of what would be 
expected to result from inward-looking policies and 
merits closer attention. 


4.1(iii) Recent developments in world financial relations 


(a) New patterns and features in international finance 


The present international financial situation is charac- 
terized by a sharp increase in the number of countries 
which have resorted to debt rescheduling, are likely to 
reschedule or are in arrears on repayments, as well as of 
private borrowers in difficulties. On the side of the 
banks, these developments have led to increased provi- 
sions for losses on both foreign and domestic loans. In 


310 § A.B. Page has estimated that the managed share of world trade 
(i.e. trade that is subject to some non-tariff control by exporter, 
importer or both) in manufactures has risen from 13 per cent in 1974 to 
almost 24 per cent in 1980. Since then, new barriers would have raised 
this share even further. Page, S.A.B., “The Revival of Protectionism 
and its Consequences for Europe”, Journal of Common Market Studies, 
Vol. XX, September 1981, pp. 17-40. 
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the 1970s, reschedulings were an unusual occurrence 
involving a handful of countries annually and amounts 
up to some $5 billion at most (in 1979). In the first years 
of the 1980s, however, such numbers rose rapidly.3!! The 
situation became critical in August 1982 when Mexico, 
with a foreign debt of $83 billion, declared a three- 
months moratorium on payments. Other major Latin 
American debtors were also in difficulties. 

Estimates on the levels and recent changes in external 
indebtedness of two important country groupings illus- 
trate the situation. External debts of the developing 
countries, largely mediated through the banking system, 
amounted to some $620 billion at the end of 1982 - а 
figure which may be compared to the annual export 
revenues of these countries of some $490 billion in the 
same year. In the course of 1982, this debt had risen by 
some $90 billion, while their export revenues had 
declined by some $60 billion from the level of the 
preceding year. In 1970, the external debt of developing 
countries had been some $100 billion, with annual export 
revenues of $52 billion. In the case of eastern Europe 
and the Soviet Union, on the other hand, the net debt vis- 
a-vis the market economies was an estimated $63 
billion at the end of 1982, down by some $8 billion in 
comparison with 1981. During the same period, exports 
of the European centrally planned economies to the 
convertible currency area rose from $67 billion to $69 
billion. In 1970, the external debt of eastern Europe and 
the Soviet Union had been some $6 billion, with export 
revenues of $12 billion. 

The above developments may be viewed as the gradual 
convergence of four factors: first, the long-term rise in 
external debt in developing countries and in eastern 
Europe; second, the increase in interest rates on 
commercial loans to record levels in both nominal and 
real terms; third, the bunching of repayments on 
medium-term credits obtained in the burst of borrowing 
which followed the first oil price rise. The final, and 
perhaps most important element, was the stagnation of 
world economic activity, which in turn limited export 
possibilities, depressed commodity prices to historical 
lows in real terms and, more recently, reduced oil prices. 
These factors, possibly together with the rise in 
protectionism, have sharply increased the burden of debt 
servicing for many countries. Particularly affected were 
countries which have incurred a relatively heavy 
commercial debt and which depend on raw materials for 
a large fraction of their export earnings. As banks 
became more cautious in the first half of 1982, certain 
borrowers began to rely more upon short-term financing, 
thereby exposing themselves to liquidity problems. 

In response to the external financial difficulties facing 
an increasing number of countries, a new approach — in 
the form of rescheduling packages — evolved during the 
second half of 1982. This became necessary when 
several large countries whose debts dwarfed those of 
countries that had previously rescheduled — Mexico, as 
already noted, Brazil (debt of $89 billion), Argentina 
($39 billion) — ran into financial difficulties which 
threatened the international financial system. An 
important feature of this new approach was the 
unprecedented degree of co-operation between the 
debtor country, governments of the main creditor 
countries, the International Monetary Fund, the Bank 
for International Settlements, and commercial banks. 
The apparent success of these packages in avoiding 
immediate default, in elaborating economic stabilization 
plans, and in providing longer-term financing for the 
countries in difficulty has, to a degree, increased the level 


311 In 1980: six countries, involving $4.5 billion; 1981: 14 countries, 


$11.8 billion; 1982: over 20 countries, over $30 billion. 


of confidence in the international financial system. 
Nevertheless, getting all parties to agree on the elements 
of the packages has often proved difficult and several 
have for that reason taken longer to complete than 
foreseen. 

An important characteristic of the package arrange- 
ments is the close interdependence of the various 
elements. The precondition for the rescheduling of debt 
by creditor governments and banks, the granting of new 
credits by commercial and international banks, and the 
acceptance of an economic stabilization plan by the 
debtor country, is that the totality of the package is 
carried out. In several cases (Brazil, Mexico, Yugosla- 
via), commercial banks have been required, as part of the 
deal, to contribute new funds in proportion to their 
medium- and long-term exposure which, in fact, has 
meant increasing the total credit extended to these 
countries in real terms.3!? 

In general, the overall aim of the new rescue packages 
has been to provide sufficient debt relief and new funds, 
in conjunction with support for an economic stabiliza- 
tion policy that would allow the country to progress 
toward external balance without severe economic dislo- 
cations. In particular, the provision of new funds by 
both commercial banks and the International Monetary 
Fund is now seen as a necessary element to avoid the 
adoption of excessively deflationary domestic policies 
which, in turn, could reinforce the present deflationary 
tendencies in the world economy. 

Nevertheless, economic policy prescriptions calling 
for cuts in growth rates and imports do tend to be 
deflationary, both on the country level and in their 
impact on the international economy. The sovereign 
debt being rescheduled, together with new credit 
commitments included in the rescheduling packages, are 
likely to have a significant impact on the cash flow of 
international banks and, possibly, on the volume and 
geographical structure of future lending as well. Resche- 
duling of principal and, in some cases, a portion of 
interest payments due, essentially reduces the cash flow 
from outstanding loans. 

The new commercial credits which banks have been 
required to put up are, according to some bankers, not 
the type of loans which they would voluntarily make at 
this time. Accordingly these new credits along with 
rescheduled debt would tend to increase the share of 
lower quality loans in bank portfolios. In such a 
financial climate, the volume of new lending that banks 
are willing to undertake could well decline — in which 
case more creditworthy borrowers might find their 
access to credits constrained. For example, in the four 
recent commercial reschedulings mentioned above 
(Mexico, Argentina, Brazil, Yugoslavia), the volume of 
new bank loan commitments is almost $13 billion while 
the amounts to be rescheduled exceed $30 billion.3!3 
Together these sums would account for a significant 
proportion of bank lending if compared to recent global 
lending rates. 

Present economic prospects offer mixed (and on the 
whole not very favourable) possibilities for reducing the 
burden of debt servicing. On the one hand, prospects for 
an early and strong recovery of world output are not 
favourable. Thus, the demand for exports is likely to 
remain sluggish and trade prices weak. Attention has 


31? This latter provision is particularly unusual since in past 


commercial reschedulings, banks have not been required to increase 
their exposure as a precondition of IMF lending. In certain instances, 
the packages call for commercial banks to maintain existing lines of 
short-term credits (deposits) as well as the present stock of trade credits. 


313 Of this, $20 billion represents the rescheduling of Mexico’s debt 
to commercial banks. 
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aiso been drawn to the rise in protectionism and its 
unfavourable impact on export revenues. 

On the other hand, nominal interest rates have been 
falling recently, thereby providing some relief to net 
borrowers. However, the benefits to individual coun- 
tries also depend on developments in their export prices 
and their share of floating-rate debt. In general, real 
interest rates are still high by historical standards and are 
expected to remain so for some time. Higher margins on 
medium- and long-term loans, particularly for countries 
outside the developed market economies, have been 
partially offsetting lower nominal interest rates. More- 
over, those debts which have been rescheduled have 
carried even higher margins and front-end fees. 

World oil market prices have been falling recently and 
current market conditions raise the possibility of further 
substantial reductions. Given the important role of oil in 
the world economy and the adjustments which have been 
made to high prices, such changes could have a number 
of significant but offsetting effects (including some 
unpredicted ones) on countries and the international 
financial markets. On the one hand, a substantial fall in 
oil prices would help to spur economic recovery by 
raising domestic income and demand. Oil-importing 
countries, which include major debtors such as Brazil, 
would improve their financial position by virtue of 
improved current accounts. On the other hand, the 
strain on the international financial system could 
increase as the export revenues of oil-producing coun- 
tries with major debts weaken even further. Moreover, 
banks have lent substantial sums to private companies in 
the energy sector,?!4 which could be vulnerable in case of 
a sharp fall in the oil price. 

Another important factor will be the adequacy of the 
global flow of finance from official and private financial 
institutions. This would include not only medium- and 
long-term credits, but also the maintenance of short-term 
credit lines and trade credits. 

In the jight of the slowdown in the flow of credits to 
several regions outside the developed market economies, 
and considering its deflationary impact, the recent 
experience of eastern Europe is of interest. Because 
eastern Europe has experienced a much more severe 
restriction on new credits than is likely to be the case for 
most developing countries, this example shows very 
clearly the sharp decline in imports and the adjustment in 
the current account that necessarily follow financial 
shocks of this type (see below and section 4.4(v)). 
Despite the fact that east European trade is a small part 
of world trade, this change in the region’s external 
balance, nevertheless, has had a deflationary impact and 
contrasts with the situation in the 1970s when credit 
availability was a factor in its expansion. 


(b) Changes in global and east-west financial flows 
in 1981-1982 


As a result of the problems experienced by the 
international financial system, the overall volume of 
international bank lending slowed noticeably in 1982 and 
its geographical distribution changed substantially. This 
is evident in the data compiled by the Bank for 
International Settlements (BIS) shown in table 4.1.10. 

The Jiabilities of countries outside the BIS reporting 
area increased by $30 billion (at constant exchange rates) 
in the first three quarters of 1982, as against $41 billion in 


314 For example, it is estimated that United States banks alone have 
at least $35 billion on loan to domestic companies in the energy 
business, compared to about $43 billion to less developed countries that 
are heavily dependent on oil revenues (International Herald Tribune, 14 
February 1983, p.7). 


the same period of 1981. The slowdown accentuated in 
the third quarter of 1982, when BIS area bank lending 
fell to some $4 billion, as against $20 billion in the second 
quarter. The third-quarter figures already reflect the 
repercussions of the Mexican debt moratorium; the 
lower level of lending probably continued in the final 
quarter of the year. Even if the pace in the first 9 months 
were to continue for the whole year, lending would 
eae to only about 60 per cent of that in 1980 and 

On a regional basis, reduced levels of overall lending 
are reflected in the sharp decline in lending to non- 
OPEC developing countries, to eastern Europe and to 
the Soviet Union. However, this lower level of new 
credit was partially offset by increased lending to OPEC 
members. The latter group of countries has increased its 
demand for financial resources following the near 
elimination of its current account surplus. 

OPEC members were largely responsible for the 
reduction of almost $8 billion in the assets of countries 
outside the BIS reporting area in the first three quarters 
of 1982, though Latin America and eastern Europe and 
the Soviet Union also drew down their deposits. In the 
case of the European centrally planned economies this 
might have been due to their inability to raise new 
credits. This was also likely to have been the case in 
Latin America, where assets declined in each of the first 
three quarters of 1982. 

In 1981, new lending by the BIS area banks had been 
accompanied by a build-up of assets on the part of the 
out-of-area countries. However, in consequence of the 
draw-down of assets in 1982, net liabilities of the countries 
outside of the reporting area actually rose faster in the 
first three quarters of 1982 than in the preceding year — 
by $38 billion, as against $35 billion in 1981. Neverthe- 
less, the fact that this accelerated net flow of funds to 
these countries was accomplished by drawing on their 
assets suggests that ceteris paribus the rate may not be 
sustainable. 

The major recipients of financial resources in 1982 
were the OPEC countries, which changed from the status 
of net providers of funds to the institutions of the BIS 
region to that of the major users. By contrast, eastern 
Europe and the Soviet Union experienced a drastic 
change in the net flow of funds, from an inflow of about 
$8 billion over the first three quarters of 1981 to a net 
outflow of over $2 billion over the same period in 
1982.315 This represents a $10 billion turnaround in the 
flow of financial resources in a single year. East-west 
financial relations will be treated in greater detail below, 
but it may be noted here that the change in the net flow of 
funds between BIS reporting banks and the eastern 
countries was of the same magnitude ($10 billion) as the 
decline in the net flow of financial resources to the 
developing countries outside of OPEC, and by the same 
token much larger relative to the underlying trade flows 
(see table 4.1.1), debt level and debt service flows, and 
therefore in its immediate impact. However, there may 
still be a further significant impact of recent financial 
developments on the non-oil developing countries. 

Very similar patterns to those seen in the BIS data are 
reflected in the figures on medium- and long-term 
syndicated credits (table 4.1.11) which also provide some 
information on the fourth quarter of 1982. These figures 
indicate a higher level of lending to the developed market 
economies (in this case the OECD member countries), an 
increase in lending to the oil exporters, and a sharp 
decline in new lending to other developing countries 


315 The January-September 1981 data show a somewhat higher net 
inflow of funds than those for all of 1981 owing to the unusually low 
level of Soviet assets in the BIS banks at the end of September 1981, 
which was subsequently restored. 
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TABLE 4.1.10 


Changes in the liabilities and assets of countries outside the BIS reporting area at BIS reporting banks, 1978—1982 
(Billions of US dollars, constant end-of-period exchange rates) 
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Country groups 1978 1979 
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1980 1981 1981 1982 1982 
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Total а», 26.8 61.4 
Developed countries . . . 8.3 7.4 
OPEGicountries 2. 29 37.0 
Other developing countries . 14.0 12.4 
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Changes т liabilities 
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7-1 4.3 1.5 27 2 
392 40.4 23:5 14.5 —0.8 
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7.0 4.7 4.0 —4.2 а 
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Source : Bank for International Settlements, Fifty-First Annual Report, Basle, June 1981 is the source of data for 1975-1977. For the years 1978-1982, the sources are the 
Fifty-Second Annual Report, Basle, June 1982; and International Banking Developments — third quarter 1982, January 1983. 


Net liabilities: a negative sign indicates a decline in outside-of-area net liabilities. 


(including Mexico). Moreover, two-thirds of the new 
lending to developing countries was made in the first half 
of 1982, after which the rate sank in both of the last two 
quarters. There are indications that the syndicated loan 
market remained weak in the early weeks of 1983. 

Against this background, the recent course of east-west 
financial relations can be considered in greater 4ейа!.316 
Several developments in 1981 and 1982 were to have a 
profound impact on east-west financial flows. On the 
whole, 1981 started as a normal financial year for east 
European borrowers in terms of the level of new credit 
takings and financial conditions. However, as Poland’s 
financial difficulties became more serious, eventually 
leading to the rescheduling of both its commercial and 
officially-backed debt due in 1981, credit institutions 
became more cautious and borrowing became progres- 
sively more difficult, particularly in the syndicated 
medium- and long-term market. Later in the year, 
reports began to circulate of payments arrears by 
Romanian banks. This contributed to an atmosphere in 
which syndicated lending practically ceased. Those 
countries of the group with credit needs were forced to 
obtain short-term loans which, in general, they found 
inappropriate for purpose of domestic investment 
finance. ’ 

Nevertheless, commercial credits continued to be an 
important source of external financing in 1981 for the 
countries of eastern Europe, while in the Soviet Union 
commercial credits and gold sales appeared to play 
approximately equal roles. Subsequently, almost all 
sources of commercial credit virtually dried up as 


316 For further information, see also Economic Bulletin for Europe, 
loc.cit., Chapter 2.4. 


political tension mounted at the end of 1981. Another 
phenomenon, affecting several countries in 1982, was the 
sudden withdrawal of deposits by certain foreign 
financial institutions from east European banks, thereby 
exposing these countries to potential liquidity crises. 
The net result was that for the first time in many years, 
eastern repayment of debt exceeded new borrowing in 
the east-west relationship. 

As already noted, the first three quarters of 1982 show 
a dramatic turnaround in east-west financial flows. 
Total eastern Jiabilities vis-a-vis BIS reporting banks 
declined by $4.2 billion (at constant exchange rates) 
relative to end-December 1981. Since in response the 
eastern countries drew down their assets in BIS banks by 
$1.8 billion, the change in net liabilities was a decline of 
$2.4 billion which compares with a $7.6 billion increase 
in the first three quarters of 1981 (table 4.1.12). In other 
words, for the first time since these statistics have been 
kept, the eastern countries were net providers of funds to 
the international financial system, implying a reversal in 
the net transfer of resources and thus a reduction in their 
net debt. 

Some additional light is thrown on these changes in 
table 4.1.12, which provides a breakdown of movements 
in assets, liabilities, and net liabilities by country. The 
change in eastern liabilities is likely to reflect a number 
of factors. First, at the beginning of the year, it was 
widely reported that some eastern countries experienced 
large-scale withdrawals of deposits by foreign banks.3!7 
Hungary has reported that such withdrawals amounted 


217 If banks belonging to countries outside the BIS reporting area 
withdrew deposits, as was reportedly also the case, such transactions 
would not be reflected in these data. 
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International Medium-and Long-Term Bank Loans, 1980-1982 
(Billions of US dollars) 


1982 
Borrowers 1980 1981 1982 Ql Q2 03 Que 
ре и, 
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ОЗ EE a умею а 1.8 0.6 0.6 — 0.3 —0.2 


Source: СЕСО, Financial Statistics Monthly, January 1983, table 1.32. 

< Preliminary 

> Excluding $50.4 billion financing by United States corporations in 1981. 

© Includes international organizations based in Europe and international development institutions, other countries and unattributable. 


4 Ecuador and Venezuela, which are also included in ‘oil exporters’, and Argentina, Brazil, Chile, Colombia, Mexico and Peru, which are also 
included in ‘other developing countries’. 


TABLE 4.1.12 
Changes in the assets and liabilities of eastern Europe and the Soviet Union at the BIS reporting banks, 1975-1982 
(Billions of US dollars) 
1982 
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Changes т: At current exchange rates 
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Source: Same as table 4.1.10. Net liabilities: a negative sign indicates а decline in eastern net liabilities and а net transfer of resources to the west. 


а 1975-1977: flows at end-of-year exchange rates; 1978-1982: flows at constant end-of-quarter exchange rates. 


ь Country data are secretariat estimates using the BIS changes in total eastern assets and liabilities at constant exchange rate and distributing them by country 


on the assumption that each countries’ assets and liabilities reflect the same currency structures as the totals. 


© Total also inciudes Albania and an unallocated residual 


237 


238 International trade and payments 


to around $1 billion in January-March 1982. The 
country estimates in table 4.1.12 suggest that the 
phenomenon may have been a more general опе.?18 Due 
to the unpropitious climate in 1982, commercial lending 
to east European countries slowed sharply and, in some 
cases, probably ceased entirely. Such a situation, in 
which debts are not, or cannot be, rolled over as they 
come due (i.e. repayments exceed new credits), would 
also lead to the observed reduction in its liabilities. The 
Soviet Union is likely to been subject to the same factors 
early in the year, but the subsequent decline in its 
liabilities (in the third quarter) is likely to have been due 
to reduced borrowing following an improvement in its 
trade balance (its assets rose in the second and, 
particularly, in the third quarter). With the exception of 
Bulgaria, the liabilities of all eastern countries fell. 

The general east European response to this develop- 
ment, again with the exception of Bulgaria, was to obtain 
financial resources by drawing down assets. The present 
relatively low level of east European assets may have 
some impact on the future development of east-west 
trade. At the end of September 1982, east European 
assets stood at $4.2 billion, which compares with the $5— 
6 billion in the same month in the three-year period 
1979-1981.319 In terms of the asset-liabilities ratio, the 
use of which partially eliminates exchange rate effects, 
assets were 11 per cent of liabilities in September 1982 in 
comparison with 14-15 per cent in the earlier period.?7° 
If the asset-liabilities ratio were raised to past levels, it 
would involve adding some $2 billion to the assets of 
eastern Europe. A decision by the eastern countries to 
adopt such a policy would offset to some extent their 
increased capacity to import stemming from lower 
interest rates and debt servicing. 

The east European countries’ access to new commer- 
cial credits does not appear to have improved since the 
third quarter of 1982, the last period for which relatively 
comprehensive data are available. As has been men- 


318 Data from the first quarter of 1982 may be particularly relevant to 
this phenomenon. See Economic Bulletin for Europe, loc.cit., table 2.9. 

319 Eastern Europe’s assets appear to follow an annual cyclical 
pattern, falling from a peak in December to a trough in March, after 
which they recover through the remainder of the year. 

320 Such a decline was experienced by all countries of eastern 
Europe, except Bulgaria, where the ratio was 45 per cent in September 
1982. The figure for the Soviet Union was 54 per cent. 


tioned above, new syndicated Euro-credits, with some 
minor exceptions, have been precluded. Another possi- 
ble indicator of the ability to borrow, the level of eastern 
Europe’s undisbursed credit commitments, continued to 
decline, falling from $5.2 billion at end-December 1981 
to $3.8 billion at end-June 1982.3?! This latter figure 
represents a $4 billion decline from the $7.9 billion at 
end-December 1980, the last date for which data are 
available before the banks started to become more 
cautious. These are lines of credit which countries have 
negotiated with commercial banks for future use and are 
an indication of the minimum volume of credit to which 
the borrower will have access. By contrast, undisbursed 
credit commitments to the Soviet Union increased by 
some $1.4 billion in the 12-month period ending June 
1982. These data presumably reflect some of the lines of 
credit linked to the sales of various pipeline equipment 
which are backed by government guarantees. 

Given the relatively low level of east European assets 
and the general tightness of credit, it is unlikely that 
western exports to eastern Europe will revive much in the 
near future. 

As noted above, the external debt of eastern Europe 
and the Soviet Union declined by an estimated $8 billion 
between the end of 1981 and the end of 1982. About one- 
half of this change was due to the appreciation of the US 
dollar,3?? and the other half resulted from the current 
account surplus in convertible currency transactions 
recorded by the east in 1982 (see section 4.4.(v) below). 
In fact, 1982 was the first year that the net debt of the 
region declined, although there had been instances in 
и eastern countries have reduced their 
debt. 


321 Also see Economic Bulletin for Europe, loc.cit., table 2.10. 

322 This effect stems from the fact that a significant portion of the 
eastern debt is denominated in terms of non-dollar currencies. 

323 An unanticipated reduction in 1982 in the Czechoslovak debt 
was mentioned by Deputy Premier S. Potac, Planované hospodarstvi, 
loc.cit., p.2. In the case of Poland, there was a further increase in 
convertible currency indebtedness in 1982 despite a positive trade 
balance with market economies because amortization and interest due 
had not been fully paid. In terms of zlotys, the debt rose from zl. 2036 
billion to zl. 2147 billion, but expressed in US dollar terms it declined 
from $25.5 at the end of 1981 to $24.8 billion at the end of 1982 (Trybuna 
Ludu (Warsaw), 12—13 February 1983). The end-1981 debt includes 
$2.6 billion owed to the socialist countries. 


4.2 WESTERN EUROPE AND NORTH AMERICA?24 


This section reviews recent developments in the trade 
and current accounts of the market economies of Europe 
and North America. It starts by describing the evolution 
of export and import volumes and prices. The value 
changes of western countries’ exports are then broken 
down by areas of destination and those of imports by 
areas of origin. This helps to identify differential 
developments in regional trade flows. The current 
account of western Europe and North America is 
discussed further, with special emphasis on the south 
European countries, where the external position has 
become an important constraint in policy making. 
Finally, reference is made to recent policy measures that 
“may affect the outlook for trade and payments in the 
developed market economies. 


4.2(i) Trade volumes and prices 


The sluggishness of trade volumes in the developed 
market economies in 1982 resulted from contrasting 
developments in North America, where foreign trade 
contracted, and in western Europe, where both exports 
and imports seem to have expanded (table 4.2.1). Data 
for the first nine months of 1982 show that the volume of 
North American exports was about 7 per cent below their 
level in the same period of 1981 and that exports from 
western Europe increased by 3 per cent. Apparently, 
western Europe has increased its market shares, both 
inside and outside of the developed market economies, 
mainly at the expense of North America. However, 
indices of export volumes on a quarterly basis (chart 
4.2.1) show a decline in west European exports in the 
third quarter of 1982 as a result of falling intra-European 
trade and cutbacks in imports by a number of developing 
countries. 

The changes in export volumes have, nevertheless, 
differed substantially across countries (table 4.2.2). 
Exports from Canada stagnated while those from the 
United States declined by 11 per cent (15 per cent in the 
case of manufactured goods), probably due to the 
strengthening of the dollar. Most industrial countries of 
western Europe registered an increase in export volumes, 
the exceptions being France, Switzerland and Norway.°?° 
These countries seem to have experienced a deterioration 
in their competitive positions, which is apparently due to 
non-price factors in France (e.g. delays in deliveries)3*° 
and to cost-price factors in Switzerland and Norway.°?’ 
Italy registered significant export growth, as did a 
number of smaller industrial countries, namely Austria, 
Belgium, Denmark and Sweden. { 

Exports of southern Europe grew, both in 1981 and in 


324 “Western Europe” will be used here to designate the European 
market economies, including south European countries. Whenever 
southern Europe is treated separately, the rest of western Europe will be 
called ‘‘industrial western Europe”. 

325 Norwegian exports of manufactured products increased 6 per 
cent in volume terms, but this resulted from a substantial rise in exports 
of ships and oil platforms, while exports of other manufactures 
declined. 

326 Chambre de Commerce et d’Industrie de Paris, Centre d’Obser- 
vation Economique, Lettre Mensuelle de Conjoncture, no.240, fevrier 
1983. 

327 Indices of relative unit labour costs for 1982 show a deterioration 
in the competitive position of Norway and Switzerland and an 
improvement in that of France (OECD, др. cit., Table 26). 
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1982, at relatively high rates; however, to a large extent 
this expansion reflects the boom in Turkish exports. 
Since 1980, exports from Turkey have risen at unprec- 
edented rates as a result of export promotion measures, 
and because conditions in the Middle East enabled 
Turkey to gain market shares in the area. Spain also 
recorded a large export increase in 1981, but in 1982 
export growth slowed down markedly. Yugoslav exports 
fell in 1982 after they had risen 12 per cent in the 
previous year; this decline resulted from import cutbacks 
and reflects the import-export linkages that exist in the 
country’s external relations. Exports of Greece and 
Portugal performed poorly in 1981 due to losses of 
competitiveness; in 1982 the relative buoyancy of these 
countries’ commodity exports was offset by declining 
exports of services. 

Import volumes in North America declined in the first 
half of the year and surged in the third quarter (chart 
4.2.1). Nevertheless, North American imports in the 
first nine months of 1982 were some 6 per cent below the 
level of the previous year. Canadian imports dropped 13 
per cent and those of the United States 4 per cent (table 
4.2.2). In both countries, imports of oil fell sharply — data 
for the first half of the year show that the volume of oil 
imports declined by 30 per cent in Canada and by 19 per 
cent in the United States. 

Over the first three quarters of 1982, the volume of 
imports in western Europe increased by about 2 per cent, 
which compares with a significant import cutback in 
1981 (table 4.2.1). However, this growth took place in 
the first six months of the year: west European imports 
declined in the third quarter. In particular, imports of 
the United Kingdom, France and Italy rose at relatively 
high rates in the first half of 1982. As mentioned above, 
western countries’ imports of food and manufactured 
products seem to have expanded rather rapidly, while 
imports of oil declined, but much less than in 1981 (tables 
4.1.4 and 4.2.2). The imports of Spain and Turkey 
increased less than exports, while Yugoslav imports fell 
sharply. In all three cases this reflected restrictive 
policies imposed by a weak external position. In Greece 
and Portugal, imports rose more rapidly than exports, 
thus contributing to the deterioration of these countries’ 
current accounts. 

With the slowdown of inflation and the strengthening 
of the dollar, export prices of the European developed 
market economies fell in dollar terms in both 1981 and in 
1982 (table 4.2.3 and chart 4.2.1). In contrast, North 
American export prices rose by 8 and 1 per cent, in 1981 
and 1982 respectively. These price increases originated 
in the United States, entailing a substantial deterioration 
in this country’s competitive position (see chart 4.2.2) 
and a further loss in market shares vis-a-vis European 
exporters. The prices of exports from the south 
European countries declined less than those of industrial 
Europe. This can probably be attributed to the high 
inflation rates prevailing in the former group of 
countries, which in some cases were not fully compensat- 
ed by exchange rate adjustments. 

Due to the collapse in prices of non-oil commodities 
and the 5 per cent decline in oil prices, the import prices of 
the developed market economies fell more markedly 
than their export prices in the first three quarters of 
1982. This improvement in the terms of trade was greater 
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CHART 4.2.1. 
FOREIGN TRADE AND CURRENT ACCOUNT BALANCE 
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OECD, Economic Outlook (32), Paris, December 1982, 


a) Ratio of unit value indices of manufactured goods exports to those of fuel imports. 
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CHART 4.2.2. 
EXPORT PRICE DEVELOPMENTS (IN DOLLARS) 
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Source: United Nations, Monthly Bulletin of Statistics, New York, various items. 


for the European countries than for North America. 4.2(ii) Changes in regional trade values by origin and 
However, the latter had already had a terms of trade gain destination 

in 1981, when western Europe was still experiencing 

losses. An additional indicator of relative prices is the In value terms, the North American exports fell by 


ratio of prices of manufactured exports to those of about 6 per cent in the first nine months of 1982. This 
imported fuel. For North America, this ratio has decline reflected falling exports from the United States to 
increased since 1980, while for western Europe it rose all of the selected regions, except the Soviet Union, 
only in 1982, and then only slightly (chart 4.2.1). OPEC and southern Europe (table 4.2.4). In эагасшаг, 


242 


International trade and payments 


TABLE 4.2.1 


Developed market economies: changes in foreign trade volumes, 1977-1982 
(Percentage change from previous year) 


i АА/ААА А ААА 
1982 


Country group 1977 1978 1979 1980 1981 January-September 
ein cea ae ee Doe a eee eee ee ee eee 
Exports 
Total developed market economies 4.5 6.0 es 3.8 1:5 == 
North America leet ЧИЛИ. 11.0 8.3 5.3 —2.2 — 6.6 
Western Europe... . 4.5 6.0 7.5 2.3 1.5 3.0 
Imports 
Total developed market economies 3.5 Spl 8.1 — 0.8 5% 0.5 
North America Stat? 9.3 7.0 2.9 —7.0 i S53 
Western Europes.) a a) 2-7) 3.4 10.8 0.8 —4.5 1.9 


Source: United Nations, Monthly Bulletin of Statistics, New York, December 1982. 


TABLE 4.2.2 


Developed market economies: change in foreign trade volume, by country, 1981-1982 


(Percentage change from the previous year) 


Total Manufactured Total J Oil 
exports exports imports imports 
1981 1982 1981 1982 1981 1982 1981 1982 
Developed market economies 2 =) 2 = —7) — —10 =o 
North America —2 = —2 — 1 2 ==) —12 —20 
Canada 4 — 6 1 3 — 13 =" — 30 
United States = 3 = ih =) iy 1 —4 = — © 
Industrial western Europe 7 2 2 on =5 2 =!) == 
Austria = 6 4 Pre “cs 2 1 —12 — 14 
Belgium-Luxembourg —1 9 1 Se —4 = —12 7 
Denmark 4 4 6 9% =3 4 —16 7 
Finland 3 — 1 —18 —6 — — 15 —16 
Егапсе фе дить 4 —4 1 =2 = 4 = = 
Germany, Fed. Rep. of 5 2 6 2 —4 1 hs = 
Ireland od ie. 2 8 2 = 3 1 oe 
Italy = 4 6 7 5 —5 5 —2 6 
Netherlands 1 — 3 x =) — =] И 
Norway 1 = =| 6° — 5 eed 29 
Sweden 2 4 a —7 2 = 5 
Switzerland Е 1 —5 3 oe —8 —3 —10 11 
United Kingdom = 1 =i 4° = 6 aly 9 
Southern Europe! 15 5 1 — = 
Greece 2 —2 = 1 22 —29 
Portugal =) 4 6 6 =) =! 
Зрат о < ВЫ: — =: 8 4 —4 2 —1 =41 
Turkey Ce. №1 5 34 22 6 4 15 
Yuyoslavial? Ales. 71. a 12 =i =5 — 14 = 


i 


Sources: United Nations, Monthly Bulletin of Statistics, New York, December 1982; OECD, Economic Outlook (32), Paris, December 1982; Department of 
Industry and Trade, British Business, London, HMSO, November 1982; OECD, Quarterly Oil Statistics, Paris, 1982, No.3. 


2? OECD estimate, full year. 

> First half. 

< January-September. 

4 First quarter. 

° Department of Industry and Trade, op.cit. 

J Exports and imports of goods and services. 

# National statistics and direct communication to the ECE Secretariat. 


exports from the United States to industrial western 
Europe dropped almost 8 per cent and exports to the non- 
oil developing countries declined by about 10 per cent. 
In the same period, the value of exports from industrial 
western Europe declined about | per cent, reflecting falls 
in exports to the European centrally planned economies, 
OPEC and non-oil developing countries. West Euro- 
pean exports to the latter country groups appear to have 
fallen sharply from mid-1982, as data for the first half of 
the year show exports from western Europe to the non-oil 
developing countries and to the OPEC countries growing 


by 2 and 10 per cent respectively.*?8 The value of west 
European intra-trade was sluggish but exports from 
Germany and Italy grew significantly. These two 
countries were also largely responsible for the increase in 
European exports to North America. By contrast, the 
growth in exports to Japan is distributed over most west 
European countries. Japanese exports to all importing 
areas except the Soviet Union declined. 

The value of imports into North America declined by 


328 See table 4.1.3 above. 
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TABLE 4.2.3 
Developed market economies: changes in foreign trade prices (in US dollars) and in the terms of trade, 
1977-1982 
(Percentage change from the previous year) 
a ae ae 
Country group 1977 1978 1979 1980 1981 ees, 
co ter SR a Ка I A eS Oe Pa aaa 
Export prices 
Developed market economies . 9 13 15 13 —4 =} 
North America - Se one ae as 2 6 15 14 8 1 
Western Europe Se eee 10 15 17 13 —10 =) 
Southern Europe eee 13 3 17 13 —3 ==! 
Import prices 
Developed market economies. 10 10 19 21 = =5 
North America ees й 8 16 25 6 =) 
Western Europe essay Bits 10 13 19 18 = =28) 
Southern Europe SF 9 8 и 14 4 
Terms of trade 
Developed market economies . —1 1 —2 -8 = 
North America п а 4 =) =| -9 2 1 
Western Europe Se ees = 7 = 5 =3 2 
Southern Europe Sapo `4 —6 6 a —7 
Sources: United Nations, Monthly Bulletin of Statistics, New York, December 1982. 
TABLE 4.2.4 
Developed market economies: changes in export values by area of destination, January — September 19822 
(Percentage change from the same period in previous year) 
Industrial Non-oil 
vs western Southern North Eastern Soviet developing 
Country of origin World Europe Europe? America Japan Europe Union OPEC countries 
North America SU = 5:6 —8.2 4.2 —6.3 — 1.3 — 40.7 32.9 7.9 —9.1 
Сапада ре BOARS 0.6 — 13.1 11.6 1.5 6.1 26.5 18.2 10.0 2:1 
United States —7.4 —7.5 3.8 —152 —2.6 —511 42.0 oll —9.8 
Industrial Western Europe = 52 0.8 — 05 22 4.8 —21.6 —3.6 —2.7 —4.1 
Austria Pe EE Ee 1.6 1.9 —1.7 20.8 1.9 — 12.6 16.2 10.8 —1.3 
Belgium-Luxembourg — 3.6 27.3 —4.8 —3.0 2.9 ЭН — 17.6 — 17.8 О 
Denmark ь —3.4 —2:3 —5.9 6.7 — 41.2 —26.0 —12.2 — 10.2 —5.2 
Finland —5.4 —7.4 — 14.8 — 18.6 42.5 26.8 2.2 25 — 23.5 
Егапсе ЩЕ. ль 9:0 — 6.9 — 10.1 —4.2 14.7 — 38.9 — 23.9 —2.8 — 6.0 
Germany, Federal Republic of 4.0 4.8 3.4 6.1 She) — 14.8 12.0 11.3 — 6.2 
ПЕ geet ere oe ЕВ ibs) 8.0 3.5 20.5 115.2 — 56.7 — 28.6 0.3 — 14.2 
ПЕ; ом oe 3.1 8.2 5.8 12.1 25.1 —21.1 16.1 10%?) —3!1 
INetheriands=e ca). 2.2 6.1 10.5 —2.8 0.4 —21.9 — 33.9 — 12.3 —5.1 
Могла fee. ne, 5 0.4 1.6 — 34.3 — 24.7 — 16.3 —4.4 — 11.0 — 17.9 24.7 
Sweden aa). —3.8 —2.0 —10.2 ИЗ 15.1 —30:2 — 18.7 —5.2 — 17.3 
Switzerland 4, wis пет 0.7 =2'3 53 1.0 — —5.7 —4.0 18.3 4.6 
United Kingdom —5.5 —4.0 2.8 —0.3 0.8 — 30.1 — 31.6 = Onl — 0.7 
Тарап — 6.7 — 6.9 —9.4 —2.1 — — 33.0 22.0 =2.3 — 10.9 


Source: IMF, Direction of Trade, Washington D.C., December 1982; OECD, Statistics of Foreign Trade, Series A, Paris, January 1983. 


* Based on exports f.o.b., in US dollars. 
ь Greece, Portugal, Spain, Turkey and Yugoslavia. 


about 7 per cent in January-September 1982, with import 
values of the United States falling 5.5 per cent and those 
of Canada dropping by 13 per cent (table 4.2.5).32° The 
fall in North American imports resulted from decreasing 
intra-regional trade and sharply declining imports from 
eastern Europe, the Soviet Union and OPEC. The value 
of imports into west European countries declined some 3 
per cent in the same period, owing to decreasing imports 
from all regions except southern Europe and the Soviet 
Union. In particular, western Europe’s imports from 
OPEC countries contracted some 20 per cent in value, 


329 It should be noted that figures in table 4.2.5 are based on imports 
c.i.f. and those in table 4.2.4 on exports f.0.b. The difference between 
c.i.f. and f.o.b. values, the insurance and transport costs of imports, 
may create inconsistencies between the percentage changes in the two 
tables. 


whereas those from the Soviet Union registered a 15 per 
cent increase. This rise in European imports from the 
Soviet Union is related to increasing imports of oil and 
related products (presumably through the spot market, 
where oil prices have declined especially rapidly), and 
also to an expansion in imports of light manufactures and 
some raw materials (see section 4.4). The increase in 
west European imports from southern Europe probably 
reflects the growth in imports of food and manufactured 
consumer products. 


4.2(iii) Current balances 


The most recent OECD estimates of current account 
balances indicate a widening of the aggregate deficit for 
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TABLE 4.2.5 


Developed market economies: changes in import values by area of origin, January—September 19827 


(Percentage change from the same period in previous year) 


ee ET 


Industrial Е Non-oil 
western Southern North Eastern Soviet developing 
Country of destination World Europe Europe? America Japan Europe Union OPEC countries 
1 Raa Pecan ee gt ihe? — 3.4 =e) 4.4 == ES) —=36)5 70 1.6 
о и Us) —4.1 = ied = 10:0 —258 = SH — 43.6 = sh 
О соо eS 1.9 2.0 1.3 57 oS —36:1 — 36.4 1.9 
i > 5 8h — 0.8 5.6 5), = 3,1) —4.8 15.4 20.2 0.1 
ме > 5-1 = les С) Ah) = 7/1) = 239 — 34.8 tes) 
Belgium-Luxembourg i ee sbi —6.3 She —6.0 —26.9 = 70.7 —12.8 1.3 
Denmark 2:0 = 0.5 п —20.1 3.4 5.6 36.6 — 14.3 57.5) 
а 0.0 0 6.5 Ses 3.8 —4.8 103 Ay 8.9 
France I ows, “an eas ae 5.5 1.9 =. 2 13.4 8) —4.5 — 18.4 6.2 
Germany, Federal Republic of —3.4 = 3.5 =a) —9.4 99 24.2 —25.:0 1.2 
Ireland ЕЕ —6.5 =o 0.9 lle = iiles 8.2 Sy Thay 4.8 
ау en ome ome ore ll.8 1.4 16.4 eit = 96 23 ь.21.3 = —12.0 
ЧЕ 5 6 2 2 a 6 =U —7.4 21.2 —5.8 О —27.8 47.0 oles 0.3 
Norway ts tos ete ce 4.1 35 = 10.2 2.2 3.6 74.7 37.9 —37.3 20.8 
СИ 5 6 9 ay vo о И — 0.4 — 14.8 1.1 — 6.4 — 14.7 79.6 — 40.5 —4.5 
Switzerland! в о ю о в о И = she) 2.3 — 13.6 the) —3.8 19.1 — 14.7 5p 
United Kingdom... . 0.6 25 8.5 а 10.6 5.7 42.5 — 17.4 — 
Japan To GRIM prion та AREY a OSD —4.0 —8.4 = lee? == —13.0 — 6.1 lz — 6.0 


Source: IMF, Direction of Trade, Washington D.C., December 1982; OECD, Statistics of Foreign Trade, Series A, Paris, January 1983. 


° Based on imports c.i.f., in US dollars. 
ь Greece, Portugal, Spain, Turkey and Yugoslavia. 


the OECD area from about $30 billion in 1981 to some 
$39 billion in 1982.339 This imbalance is considerably 
larger than the $15 billion forecast in mid-1982, owing 
mostly to the deterioration in the external position of the 
United States (table 4.2.6). The current account of the 
United States had been projected to record a surplus of 
about $11.5 billion, but more recent estimates show a 
deficit of nearly $9 billion. This turnaround reflects the 
recovery in imports and reduced export competitive- 
ness. But the current account situation of other western 
countries also worsened in the second half of the year. In 
fact, while import demand in some European countries 
seem to have remained buoyant, export growth slowed 
more than foreseen, particularly because of the slow- 
down in OPEC’s import demand and the cutbacks in the 
imports of non-oil developing countries. The current 
account surplus of the United Kingdom is likely to have 
been half of the level forecast earlier. The Federal 
Republic of Germany was expected to move into surplus, 
but it now appears to have just attained balance. The 
Federal Republic’s export growth, which was rather fast 
in the first half of 1982, apparently came to a halt in the 
second half of the year. The French current account 
deficit probably was some $3.5 billion larger than the $8 
billion that had been anticipated. The deterioration of 
the French external position reflects the effects of the 
relatively expansionary policy pursued up to mid-1982, 
as well as the loss in French competitiveness.*3! By 
contrast, the current account of Canada improved more 
rapidly than had been forecast earlier, owing to 
increased exports, particularly to the United States, and 
significantly lower imports. 


330 OECD, op. cit. (December 1982). As mentioned above, estimates 
of the Bank of England (Quarterly Bulletin, London, September 1982), 
allowing for the elimination of some sources of statistical discrepancy, 
suggest that the current account position of this country group may be 
better than indicated by the OECD estimate. The estimate of the 
Department of International Economic and Social Affairs of the 
United Nations (February 1983) points to a deficit of about $6 billion 
for the developed market economies in 1982. 

331 Chambre de Commerce et de l’Industrie de Paris, op. cit. 


Despite the large deficits of some major industrial 
market economies, these countries are not faced with any 
significant external constraint. The nearly $9 billion 
deficit of the United States does not represent more than 
0.3 per cent of the country’s GDP. Even in France, the 
$11.5 billion deficit accounts for some 2 per cent of 
GDP. The situation is different in some smaller 
European countries. In 1982, the current account deficit 
represented nearly 14 per cent of GDP in Portugal, about 
6 per cent in Greece and some 4 to 5 per cent in Denmark 
and Belgium. Turkey and Yugoslavia, which had large 
deficits in 1979-80, improved their external positions 
significantly over the last two years (table 4.2.7). 

A common characteristic of the current accounts of 
south European countries is the existence of large trade 
deficits, which traditionally have been offset by sur- 
pluses in services and transfers (in particular, by the 
surplus in tourism, private transfers and, in the case of 
Greece, shipping). In the late 1970s, the trade deficits of 
these countries worsened considerably as a result of the 
oil price rises; in fact, the oil price effect was more 
important there than in most industrial countries 
because of.southern Europe’s relatively high dependence 
on imported oil (table 4.2.8). To this terms-of-trade fall 
must be added, in some cases, the effects of losses in 
market зВаге.33? То a large extent, the deterioration in 
these countries’ competitive position reflected high 
inflation rates not fully compensated for by exchange 
rate adjustments. This was the case in Turkey and 
Yugoslavia up to 1980, and more recently in Greece and 
Portugal. 

Moreover, the south European countries have lately 
registered a decline in their usual surpluses on services 
and transfers. Emigrants’ remittances fell in dollar 
terms, reflecting both the slowdown of wage growth in 


332 See “The relative performance of south European exports of 
manufactures to OECD countries in the 1970s: an analysis of demand 


factors and competitiveness”, in Economic Bulletin for Europe, loc. cit., 
chapter 3. 


TABLE 4.2.6 


Selected OECD countries: current accounts, 1979-19824 
(Billions of US dollars) 


19825 

Country 1979 1980 1981 July Dec. 
a ELE a eh ee ee 
А, We il) —1.6 —1.4 —1.2 — 0.5 
Belgium-Luxembourg _. . . . -3.0 =O 53 —4.2 —4.0 
Canada А м, —4.2 —0.9 —4.5 —5.8 1.0 
Берта, Fhe —2.9 —2.5 — 1.9 5577 —2.5 
Finland 71? 90 НЫ Що. —0.2 —1.4 —0.3 0.2 — 
Franceleisiiey Чон le. 5.2 —4.2 —4.7 —8.0 SS 
Germany, Federal Republic of . —6.0 — 16:3 =7.3 2.2 — 0.3 
Ireland ee shee ced reas —1.7 —1.7 —2.2 —1.8 —1.5 
Е И es | 5.5 —9.7 —8.1 — 6.5 —5.5 
Netherlands; 0 6) ae en —2.0 == 26 3.1 7.0 6.3 
INOIWaVerer и О И 2.4 — 0.5 
АОИ А ees, —2.3 —4.5 —2.9 —2.5 —3.0 
Switzerland ет О eee 2.4 — 0.5 2.6 3.5 BS) 
United Kingdom HL EP Aut —1.8 6.7 12.1 8.2 4.5 
UnitediStatest¥a, “Mero & —0.5 1.5 4.5 11.5 —8.8 
Тарап ВНЕ sli. % —8.8 = 10:7 4.8 6.5 6.5 
Other OECD countries Ae —5.4 — 16.6 —21.9 —23.2 —22.1 
ПОНОС ом SIRO =277 — 69.1 — 31.0 —15.2 —38.5 


Source: OECD, Economic Outlook, Paris, December 1982, Tables 28 and 29. 
* Including private and official transfers. 
»OECD estimates. 


TABLE 4.2.7 


South European countries: trade balances and current accounts, 1979-1982 
(Billions of US dollars or percentage shares) 


Country and item 1979 1980 1981 1982 
Greece 
mradesbalanices (eviesit er lee. Po: —5.2 —5.7 =r) —5.0 
Current account rhe Lore: — 1.9 —2.2 —2.4 —2.0 
(Per cent of GDP) ary ae < (—4.9) (—5.5) (—6.5) (—5.8) 
Portugal 
iDrade: balanceasees 3. лире —2.6 = 4:2 —5.0 —4.9 
Current account eee ae — 0.1 —1.3 —2.7 —3.3 
(Рег cent of СОР) НОС | (—0.2) (—5.2) (— 10.9) (— 14.0) 
Spain 
Trade balance И, —5.6 Silo — 10.1 —9.2 
Current account PEO in ay ae ПЕ —5.0 —5.0 —4.0 
(Per cent of GDP) ST bee aE (0.6) (— 2.4) (—2.7) (—2.5) 
Turkey 
Trade balance ас ys) —5.0 —4.2 — 2.45 
Current account зе —1.2 657) —2.1 — 1.25 
(Per cent of GDP) Souls Г (— 1.6) (—4.8) (—3.6) (—1.3) 
Yugoslavia 
Trade balance fe? tee Se Res —7.2 —6.1 —4.3 —2.7 
Current account ей —3.7 2.9 —0.9 0 
(Perccent-of GSP)se 27 fe. 4, Se (6.0) (3.5) (1.2) — 
Total above ; 
Trade balance one, М —23.4 — 32.6 =29:1 —24.2 
Current account ee eee —5.8 — 14.0 = 3.1 —10.5 
TOTAL OECD 
Trade balance Oe tes ae — 39.2 — 74.3 — 28.8 — 26.8 
Current account ecu coke cme — 27.7 — 69.1 = irl — 38.5 
(Per cent of GDP) ek Meyers (—0.4) (—0.9) (—0.4) (—0.5) 


Е И ИО ВНИИ ЕЕ ЕЕ аи 


Sources : OECD, Economic Outlook, Paris, December 1982, tables 29 and 51. For Portugal, D.C.P., Grandes Opcées do Plano para 1983, 
Lisbon, December 1982; for Turkey, Ministry of Finance, Yilli Ekonomik Rapor (Annual Economic Report), Ankara, 1982 and Devlet 
Istatistik Enstitiisii press releases; for Yugoslavia, National Bank of Yugoslavia, Godisnij izvestaj (Annual Report) and direct communication 
to ECE secretariat. 


а Including private and official transfers. рр р ; ie 
ь January-September. For the full year, the OECD estimates a trade deficit of $2 billion and a current-account deficit of $0.8 billion. 
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TABLE 4.2.8 


Developed market economies: fuel imports as a percentage 
of total value of exports, 1970, 1975, 1981 


(Percentage) 

Country and group 1970 1975 1981 
Developed market economies - 105 ЯР 30.2 
Мене Биторе .« 56 6 7 « Why 20.1 26.6 
BE Ca er М 19.7 26.1 
Greece ee ae ee а 2209 50.5 45.5 
Rortugalewaee пою: 153 30.4 57.6 
Spain, ое aw 269 54.6 67.1 
Упрозаулаз ее 8.2 23.2 34.6 


Source: United Nations, Monthly Bulletin of Statistics, New York, December 1982. 


the host countries and the appreciation of the US dollar 
against European currencies. Receipts from tourism 
also declined (except for Spain), mainly as a consequence 
of the slow income growth in the industrial countries and 
of rising prices in southern Europe. 

Finally, due to the rise in international interest rates 
and the increased external indebtedness of these coun- 
tries,*>> debt service payments have grown substantially. 
By the end of 1982, the ratio of payments of interest plus 
principal to total export earnings (including emigrants’ 
remittances) reached 27 and 23 per cent in Portugal and 
Yugoslavia respectively, and 35 per cent in Turkey. 
These ratios compare with 5, 4 and 13 per cent 
respectively in Portugal, Yugoslavia and Turkey in 
1979. Therefore, even those south European countries 
that have achieved considerable improvements in their 
external accounts (Turkey and Yugoslavia) remain under 
heavy pressure from interest payments and repayments 
of principal. In addition, in the wake of the payments 
difficulties experienced by Poland and Romania, Yugos- 
lavia has found it more difficult to obtain new loans from 
the west; hence, the country’s financial deficit had to be 
financed by its foreign exchange reserves. Greece and 
Portugal have so far managed to obtain credits abroad, 
but Spain’s official reserves declined significantly in 
1982. The reserves of Turkey also must have declined, as 
the current and capital accounts both appear in deficit. 


4.2(iv) Policies and outlook 


In general, the stance of economic policies in the major 
industrial countries has been dictated by the objective of 
lowering the rate of inflation rather than by concerns 
about the external position. In any case, the tight 
policies pursued in western countries, by restraining 
domestic demand and imports, have led to a slowdown in 
international trade. They also affected the trade and 
payments situation through the rise in international 
interest rates. Moreover, the economic policy adopted in 
the United States contributed to the appreciation of the 
dollar which, in turn, resulted in a deterioration of the 
country’s competitive position and a further worsening 
of its current account. However, in the course of 1982, 
current account considerations seem to have been 
increasingly present in policy making. In France, 
economic policy became more restrictive from the 


333 In 1982, the foreign debt outstanding represented 60 per cent of 
И in Portugal, 45 per cent in Yugoslavia and some 25 per cent in 
urkey. 


summer of 1982 partly because of the rapid widening of 
the country’s current account deficit. A number of 
smaller industrial countries, faced with external imbal- 
ances and/or fearing losses in competitiveness, tried to 
improve their competitive positions through currency 
devaluations. This was the case of Sweden, which 
devaluated the krona by 16 per cent in October last year, 
and of defensive adjustments by Finland where a 4.3 per 
cent depreciation was followed by a further 6 per cent 
devaluation in the wake of the Swedish one. Also the 
Norwegian krone was adjusted downwards in the 
autumn of 1982 (by 3 per cent through a change in the 
weight of the dollar in the currency basket, and by 
another 3 per cent through devaluation). ; 

In southern Europe, on the other hand, economic 
policies have been largely directed at the improvement of 
external positions. Turkey and Yugoslavia have pursued 
such policies since 1980, while in Portugal and Greece 
policies have become more restrictive only recently. 

The adjustment policies pursued in Turkey and 
Yugoslavia included export promotion measures, import 
restrictions and currency devaluations. In both coun- 
tries, exchange rate adjustments led to significant 
improvements in their relative competitive positions. 
The Spanish peseta also depreciated steadily since mid- 
1979, and a further 8 per cent devaluation took place at 
the end of 1982. While currency depreciation seems to 
have been an important factor in Spain’s export 
expansion, other factors also contributed. In particular, 
the structure of Spanish exports has changed consider- 
ably, partly as a result of the increasing role of foreign 
capital in the export sector.*7+ From 1979 to 1982, 
Greece and Portugal apparently have become less 
competitive vis-a-vis their European trading partners. 
In fact, in this period the depreciation of their currencies 
against the dollar was not sufficient to compensate for 
the appreciation of the dollar against other European 
currencies. Recent devaluations in both countries are 
likely to have improved their competitive positions in 
European тагКе{5.33$ 

The impact of national policies on international trade 
and external positions in 1983 is difficult to foresee. 
National forecasts generally tend to overestimate a 
country’s export growth and underestimate its imports. 
In its semi-annual forecasting exercise, the OECD 
attempts to eliminate this “export optimism” from the 
trade projections.°3° According to the OECD’s most 
recent forecasts, which are based on the assumption of 
unchanged nominal oil prices from the end of 1982,337 
international trade will grow only moderately in 1983. 
However, the decline in oil prices is likely to improve this 
outlook. Exports of major OECD countries are forecast 
to grow less than | per cent — faster growth in exports 
from Japan, Canada and France being offset by 
declining exports from the United States (table 4.2.9). 
The export growth of the smaller industrial west 
European countries is forecast at between 2 and 4 per 
cent. Similar rates of growth are forecast for Portugal, 
Spain and Greece; but the recent devaluations in Spain 


33% Economic Bulletin for Europe, loc. cit., chapter 3. 

*°* In addition to depreciation under a controlled float, Portugal 
devalued by 9.4 per cent in June 1982 and Greece by 15.5 per cent in 
January 1983. 

336 The OECD secretariat uses the INTERLINK model to 
overcome this incompatibility of national assumptions on external 
economic developments: the member countries’ import projections are 
used as inputs to the model, which then yields a set of mutually 
consistent import and export projections for all countries. 

3*7 OECD, Economic Outlook (32), Paris, December 1982. These 
forecasts are also based on the assumption of unchanged actual and 
announced policies and exchange rates from the date forecasts were 
made (November 1982). 
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TABLE 4.2.9 


Developed market economies: export and import growth, current 
account forecasts for 1983¢ 
(Percentage change and billions of US dollars) 


———— Ц 


Exports Imports Current 
if ia ss is account 
Country and group Percentage change ($ billion) 
INortheAmenica о. ae omen 2-0 #5 — 30.0 
Сапада вр ИЩИ EE, 5.0 1.0 
Wnited ОСА О И — 4.0 8.0 51-0 
Industrial western Europe А. Е 1.0 S08 
Austria д aye 0) 4.0 = 1.0 
Belgium-Luxembourg eee!) 2.0 Ss) 
Denmark оо wenee oo 85) 0.5 —2.0 
Finland Ae eee PART | 1.0 =) — 
Егапсе RAIVOADS SN IP ert 02:0 — —8.0 
Germany, Federal Republic of 1.0 = — 
Ireland За tO 428 $5 4.0 = 5 
Italy bres: Ppertaties. ect oral sy 20 2.0 —4.0 
Netherlands. aa Me be 1.0 — 7.0 
а а а ое нЕ 4.0 — 0.5 
Sweden ee et et RE {55 58) 
Switzerland = И — [0 — 1:0 4.0 
United Kingdom ..... — 4.0 0.5 
SOULHCI EUTODC Mir) eta 60 2.0 =O 
Greece? - Pw: Dayal НН. Des =} 
Ро Пе М fl 320 3.0 5:0 
Эра cot arene SAO Pes) —5.0 
Turkey et НЕ 25 — 0.5 
Wiugoslavideee  « со. . - > 90 —5.0 1.8 


Source: OECD, Economic Outlook (32), Paris, December 1982. Regional averages 
calculated by the ECE secretariat. 

* OECD forecasts. 

» Forecast made before the devaluation of January 1983. 

© Forecast made before the devaluation of December 1982. 

4 National forecast. 


and Greece are likely to generate a more rapid expansion 
in the exports of these two countries. In Turkey, exports 
are expected to continue to register a two-digit growth. 
Imports of the developed market economies will prob- 
ably increase faster than exports. The United States’ 
import demand is projected to rise by 8 per cent and that 
of industrial western Europe by about | per cent. The 
imports of the United Kingdom and Italy are anticipated 
to increase by 4 and 2 per cent respectively, while those 
of Germany and France are expected to almost stagnate. 
The growth of imports in Greece, Portugal and Spain is 
forecast at some 3 per cent, while Turkish imports will be 
stimulated by the strong rise in exports. In Yugoslavia 
further import cutbacks are expected. In some smaller 
industrial countries, namely Belgium, Denmark, Fin- 
land, Ireland and Sweden, the growth rate of imports 
may be lower than that of exports, thus implying an 
improvement in their current accounts. But the aggre- 
gate external position of the major OECD countries is 
likely to deteriorate further in 1983. In particular, the 
deficit of the United States is projected to widen: 
domestic demand will probably continue to recover, but 
the effects of the recent loss of competitiveness will still 
be felt in 1983. The external position of the United 
Kingdom is also anticipated to deteriorate, whereas that 
of France is expected to improve, though the French 
deficit is likely to remain large. No significant changes 
are projected in the current account balances of the south 
European countries. In fact, it is probable that an 
improvement in the real foreign balances of these 
countries will be offset by a rise in interest payments 
stemming from the recent increase in external debts. In 
Yugoslavia, economic policy for 1983 is directed towards 
the achievement of a current account surplus of $1.8 
billion (with $1.5 billion of this in convertible currencies) 
in order to replenish foreign exchange reserves. 


4.3 EASTERN EUROPE AND THE SOVIET UNION 


Developments in the external sector of the European 
centrally planned economies in 1981 and 1982 exhibit a 
number of striking features which distinguish this period 
from the immediately preceding one and also, in some 
aspects, from the experiences of other country groups in 
the world economy. Partly in consequence of strong 
policy measures and partly owing to developments 
beyond their control (including sharp constraints on the 
availability of finance), the countries of eastern Europe 
recorded a notable improvement in their trade and 
current account balances in these two years, with a 
turnaround from current account deficit to surplus in 
1982. There was also a substantial improvement in the 
Soviet Union’s trade surplus in 1982, after a deteriora- 
tion in 1981. In eastern Europe, the external balance 
gains were based mainly on a sharp reduction in import 
volume, in the face of deteriorating terms of trade, 
whereas in the case of the Soviet Union a favourable 
terms-of-trade experience permitted an improvement in 
the external position even while import volume contin- 
ued to rise substantially. The volume of exports from 
both eastern Europe and the Soviet Union nonetheless 
expanded significantly in 1982, in contrast to the 
shrinking of export volume elsewhere in the world 
economy. 

These developments will be examined in some detail 
in this section. The first part reviews the overall trends 
in trade volumes, prices and terms of trade in the last two 
years. In the second and third parts, changes in trade 
among the CMEA countries and in trade with the 
market economies will be examined separately.. The 
fourth and fifth parts will be devoted to the movements 
in the trade balances and to a discussion of trade policy 
stances and the near-term outlook. East-west trade will 
be dealt with in greater detail in section 4.4 below. 


4.3(1) Trade volumes, prices, terms of trade 


The rate of growth of exports from the European 
centrally planned economies, measured in volume 
terms,°°® which has hovered in the 5-10 per cent per 
annum range for much of the 1970s, had begun to slow 
significantly in 1980 and slackened to barely 1 per cent in 
1981 (see table 4.1.2 in section 4.1 above for the longer 
perspective). In 1982, there was a significant pickup 
with an estimated volume growth of 5 per cent. Import 
volume growth, which had shown rather wider year-to- 


338 This review will be conducted in terms of volume changes 
wherever this is feasible, even though this involves a substantial 
amount of estimation in the case of the data for the last year. Data on 
changes in trade values are shown in the tables for reference purposes. 
For the sake of comparability with other value data in this Survey and 
other international data sources, those shown here generally reflect 
values measured in US dollars even for trade flows largely conducted in 
other currencies (e.g. шиа-СМЕА trade). In consequence, value 
changes will differ — often substantially — from those shown in national 
sources. Owing to the strong appreciation of the dollar in 1981 and 
1982, the change in the year-to-year variations of trade value measured 
in dollars is so different from those observed in earlier years, and so 
differently related to the changes in trade volume, as not to be very 
helpful to the comprehension of real trends. This caution applies a 
fortiori to the interpretation of changes in the dollar value of trade flows 
originally measured in terms of roubles, especially since price trends in 
the rouble trade area differ substantially from those observed elsewhere 
in the world economy. 
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year swings (3 to 14 per cent) in the 1970s, had already 
begun to drop in 1979; after a pickup to 4 per cent in 
1980, it slowed to 1 per cent in 1981 and ceased — for the 
region as a whole — in 1982. The group aggregates, 
however, conceal quite divergent changes in the trade 
experience of the east European countries, on the one 
hand, and that of the Soviet Union on the other (see table 
4.3.1). As noted in last year’s Survey, the domestic 
structure and the impact of external developments on the 
domestic economy differ so much between the Soviet 
Union and the smaller countries of the group as to vitiate 
the analytical usefulness of an overall regional aggre- 
gate. The recent trade experience of eastern Europe and 
the Soviet Union will therefore be reviewed separately. 

The countries of eastern Europe, as a group, appear to 
have fully shared in the slowing of world trade growth in 
1980 and 1981, with export volume growth declining to 2 
per cent in both of these years, as against a five-year 
average of well over 6 per cent in the second half of the 
1970s.339 In 1982, export volume growth for the group 1$ 
an estimated 4 per cent which, if eventually confirmed by 
fuller data, would constitute a substantial achievement in 
the light of prevailaing tendencies in the world 
есопоту.340 

A look at the underlying country data suggests, 
however, that the seeming conformity of the east 
European export performance in 1980-1981 to world 
economic trends may be more apparent than real, since 
the group averages for these years appear to be 
influenced more strongly by extreme events in individual 
countries than by common tendencies (see table 4.3.2). 
This is particularly true for the performance in 1981, 
which was on the one hand depressed by the collapse of 
Polish exports (a supply side event with few connections 
to international demand factors), and on the other hand 
buoyed by an extraordinary growth of export volume 
from Romania (based, it seems, on what may well be a 
one-time event — a tripling of machinery exports to the 
Middle East). In 1982, again, aggregate performance is 
strongly affected by events in the same two countries, but 
with reversed signs: the incipient Polish recovery (which 
became significant for exports only in the second part of 
the year and is therefore likely to provide an upward 
impetus to export volume also in 1983) buoyed east 
European export volume growth while the reversal in 


339 Both the 1980 and 1981 export volume growth figures differ 
substantially from those reported in last year’s Survey and in the 
Economic Bulletin for Europe, vol. 34, no. 4 (1982). While the 1981 
export volume growth reported there was, of necessity, a preliminary 
estimate only, the change in the 1980 figure (reduction from 4 per cent 
to 2 per cent) stems from significant revisions in the official Romanian 
export value data. 

4° Attention may be drawn to a potentially considerable ga 
between the present estimate of 1982 export volume growth, whic 
reflects estimates of volume increases of about 4 per cent in exports to 
both the socialist and the (developed and developing) market 
economies for the whole year of 1982, and the estimate of a 5 per cent 
decline for the period January-September 1982 in developed market 
economies imports from eastern Europe (see table 4.4.1 below, based 
on western data). The difference in geographical coverage is not likely 
to be a major issue here, since in value terms exports to developing and 
developed market economies appear to have grown at about the same 
rate in 1982 (see table 4.3.7 below). The difference in time coverage, 
however, may account for part of the gap, in particular since Polish 


exports to the west picked up substantially in the last quarter of the 
year. 
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TABLE 4.3.1 


Kastern Europe and the Soviet Union: volume of foreign trade by direction, 1981-1982 
(Annual percentage change) 


eee 


Exports to: Imports from: 
Socialist Market Sociali 
Year World economies economies World co eae 
Eastern Europe 1981 2 
ES 3 =5 = = 
| 1982 4 4 4 =6 = ) 14 
Soviet Union 1981 — —1 4 8 5 11 
1982 2) —8 15) 8 9 6 


Source: As for table 4.3.3. 


TABLE 4.3.2 


Eastern Europe and the Soviet Union: volume of foreign trade, by country, 1976-1982 


(Annual percentage change) 
cer ee ee eee 


Exports Imports 
1976-1980 1980 1981 19822 1976-1980 1980 1981 19822 

Bulgaria 5 12.8 12 8 5] 8:2 4 9 1 

Czechoslovakian ety & кли, See: 6.3 2 5 2.9 —2 —7 2 

German Dem.Rep.* Sag RN 3 5.3 1 10 т 5.1 4 — =) 

Нипрагу в аа 7.0 1 3 5 3.9 =| — = 

Poland | И ee ame 4.0 —4 —19 9 1.7 —2 —17 —16 

Romantate 2.8: 2.45 5 se = 5 4 14 —7 8.4 6 —7 —24 

Eastern Europe Britt te 6.4 р 2 4 2.3 1 =5) —0 

Зенон. flee). tee 4.8 2 — 5 Syl) 7 8 8 
Eastern Europe 

and the Soviet Union . . . 57 2 1 5 4.7 4 1 — 


Source : National statistics or secretariat estimates based on national value data and international price data (see note to table 4.3.3). 


° Secretariat estimates. 


Romanian exports depressed it.*+! If these two countries 
with their rather specific problems are taken out of the 
east European aggregate, export volume growth of the 
remaining four countries fluctuates in the 5—6 per cent 
range in all three years, only slightly below the average 
for the late 1970s. While the elimination of extreme or 
unique cases is a dangerous procedure in the quest for a 
“truly representative” measure, it does suggest that 
factors other than world demand trends have had a 
strong influence in shaping the group’s export perfor- 
mance. This issue will be taken up again below. 
Imports into the east European countries, the growth of 
which in volume terms had already begun to decelerate 
sharply in the second half of the 1970s, declined by 5 per 
cent in 1981 and by a further 6 per cent in 1982. In 
contrast to the wide variations in country performance 
on the export side, all of the east European countries 
except Bulgaria experienced an absolute fall in real 
imports in the last two years (table 4.3.2). In most 
countries, the cut in import volume — measured from 
1980 levels — was in the 3-5 per cent range, but in Poland 


341 Information on the details of Romanian trade performance in 
1982 is still quite scarce. However, two possible causes of the downturn 
in export volume suggest themselves: (a) the presumed one-time nature 
of the machinery export upswing noted above, and (b) the apparent 
partial withdrawal of Romania from its petroleum import/oil products 
export operations under the 1982 oil market conditions, evidence for 
which can be found in the limited data on Romanian foreign trade 
published in IMF, International Financial Statistics (recent issues). 


and Romania it exceeded 30 per cent in 1982. In terms of 
their regional origin, east European imports from the 
socialist countries dropped by about 1 per cent in 1981 
and by another 2 per cent in 1982, whereas those from the 
(developed and developing) market economies declined 
by 11 per cent and 14 per cent, respectively, in the last 
two years (see table 4.3.1).34? In 1982, all countries 
except Bulgaria and Czechoslovakia appear to have 
reduced the volume of their imports from other socialist 
countries, while all east European countries seem to have 
reduced real imports from the market economies, though 
none as sharply as Poland and Romania (29 per cent and 
33 per cent, respectively). 

The terms of trade of the east European countries, all of 
which are at present net importers of fuels and energy, 
have been deteriorating since the mid-1970s. This 
adverse movement has accelerated in 1981-1982, owing 
mainly to the delayed absorption of the 1979-1980 oil 
price changes into the price structure of шиа-СМЕА 
trade (section 4.3(ii) below), although there was also 


342 Tt should be noted that for reasons of data availability the partner 
country grouping in this section follows the practice of the national 
statistical sources, which differs from the breakdown usually employed 
in United Nations publications. In particular, “socialist countries” 
here includes Yugoslavia, in addition to the European and non- 
European CMEA member countries and other Asian centrally planned 
economies, whereas in section 4.4 below Yugoslavia is grouped with the 
market economies. The term ‘‘market economies” as used in this 
section covers both developed and developing economies. 
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TABLE 4.3.3 


Eastern Europe and the Soviet Union: change in foreign trade value, volume, unit values and terms of trade, by major partner regions, 1979-1982 


(Per cent) 
a SSS ee 
Exports Imports 
Е ee ee 
1979 1980 1981 1982 1979 1980 1981 1982 


Total trade 


Eastern Europe 


Value? ЦС 2-2 0.5 35 13.1 12.2 г. 1 ap 1 
Volume . 8 2 2 ‘ 4 ‘i By 3 
Unit values? 9 10 —1 —1 11 

Terms of trade. =) =I —3 —4 

of which: 

Trade with socialist countries 
‘Value. : 10.8 5.9 8.4 11.1 US 8.8 re 8.8 
Volume . 7 —2 — 4 7 — я ; Е 
Unit values’ 4 8 8 7 6 9 
Terms of trade. = —1 —4 —3 oe 

Trade with developed market economies and developing countries 
Value? 252 22.0 0.1 —3.2 18.5 15.6 —13.1 — 19.8 
Volume . 2 8 3 4 —1 2 —11 - ~ 
Unit values? 22 13 —3 —7. 20 14 —2 = 
Terms of trade. 2 = —1 =I 

Soviet Union 
Total trade 
Value? 23.6 18.2 3.8 8.3* 13.9 18.6 6.8 Tale 
Volume . 0.6 1.6 0.4 5 1.0 as 8.2 8 
Unit values? 22.8 16.3 3.4 3 jaa 10.5 — — 
Terms of trade. 8.9 5.3 4.8 3 aie bee а 

of which: 

Trade with socialist countries 4 
Value?. he? 13.9 15.9 9% 3.4 10.3 13.1 16.2 
Volume . Bie 4.0 —1.1 —3 —1.2 3.4 4.9 9 
Unit values? 8.2 9.5 17.2 12 4.6 6.7 7.8 7 
Terms of trade. ; 3.4 От 8.7 5 

Trade with developed market economies and developing countries 
Value? 34.4 22.2 2.8 8.6* 23.6 27.9 12.2 —1.1* 
Уоште . — 3.3 —1.4 4.0 5 4.6 ie 10.6 6 
Unit values* 40.1 23.9 —1.1 —6 18.2 14.5 1.4 —7 
Terms of trade. 18.5 8.2 25 1 


Source: As for tables 4.3.7. 


Note : Total value and unit value changes for total trade and for trade with the market economies are expressed in terms of US dollars, whereas value and unit value changes in trade with socialist 
countries reflect value measures in transferable roubles. All unit value and terms-of-trade indices were derived from the value and volume figures. Apparent inconsistencies between the four 
indicators for any given year reflect separate rounding after calculation from unrounded numbers. All figures for 1982 are secretariat estimates. 

Eastern Europe : Volume indices for total trade from national statistical sources have been aggregated with weights reflecting the individual countries’ shares in the total trade of the region in 
1975, measured in US dollars. Volume indices for trade with socialist countries and with market economies were obtained by deflating national data (supplemented by secretariat estimates) on the value 
of trade in the two markets in five major commodity groups by means of Hungarian, Polish and UN price indices. This exercise was conducted in terms of transferable roubles for trade with socialist 
countries and in US dollars for trade with market economies; deflated commodity group data were aggregated for each country and for eastern Europe in terms of their value in 1975 transferable 
roubles or US dollars, respectively. 

Soviet Union : Volume indices for total trade, trade with socialist countries and trade with market economies from USSR Ministry of Foreign Trade, Vneshniaia torgovlia SSSR 1922-1981, Moscow, 
1982. Separate indices for developed and developing market economies have been aggregated in terms of the value of these flows at 1975 US dollars in order to obtain the index for all market 


economies. 
в In terms of US dollars. 
>In terms of transferable roubles. 


some deterioration in trade with the market economies 
(see table 4.3.3). 

Data on the changes in foreign trade by commodity 
groups in 1982 are available only for some countries 
(Bulgaria, Czechoslovakia, Hungary and Poland), and 
only at current prices (see table 4.3.4, where these are 
shown together with 1981 figures for the remaining east 
European countries). While these data can be interpret- 
ed only with caution, since the current value trends in the 
various commodity groups reflect different mixtures of 
eastern and western price trends, a number of broad or 
country-specific features may be noted. On the export 
side, machinery exports increased faster than total 
exports — and probably increased in real terms — in all 
east European countries except Poland in 1982. The 
large contribution of machinery exports to the Romanian 
export volume upswing in 1981, already referred to 
above, is evident in these figures. The 1982 decline in 


Bulgarian exports of fuels, minerals and metals is of 
interest, since this probably reflects a drop in the exports 
of petroleum products which in past years have provided 
a substantial portion of the Bulgarian convertible 
currency surplus. The negligible rate of increase in 1981 
in the value of Romanian exports in this commodity 
group, indicating a decline in real terms, reflects the 
adjustment in that country’s petroleum processing 
activity noted earlier (as does the decline on the import 
side). Finally, the 65 per cent increase in Poland’s 1982 
exports in this group 15 clearly the main support of the 
revival of Polish exports. On the import side, the notable 
feature is the generally weak expansion, if not decline, in 
the value of machinery imports: in all countries except 
Bulgaria this indicates a fall in real terms in the 
commodity group which generally has the largest share 
in total imports. This reflects the trends in investment 
policy in eastern Europe noted elsewhere in this Survey. 
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TABLE 4.3.4 


Eastern Europe and the Soviet Union: trade in main commodity groups, 1981 or 1982 


(Percentage change of current value over same period of preceding year) 
a р ИЗО et НИ 


eae Fuels, Raw 
an tals, ial 
Country Year equipment nie seer cE Foodstuffs pa Total 
Se ee es ee ee re ee er a eee 
Exports from: 
Bulgaria 19822 

10.8 — 16.5 20.0 12.4 
о ars ry. НИЕ 19825 И iT. 6.0 21.9 ies ees 
German Dem. И aia 981 10.0 31.0 22.0¢ a 9.9 15.4 
eee о УЕ 1982 15.1 ИЕ 0.1 6.8 3.0 8.4 
poland. И бет 1982 8.4 65.34 3.4 12.8 —5.9е 12.0 
ия и д, 1981 28.9 4.2 5.0 0.8 7.4 10.6 
С и Oa и —0.2 23.24 68 21.2 УИ 15.1 
Inports to: 
Bulgaria 1982 11.1 

| 12.6 —1.3 — 18.5 
Czechoslovakia овен, Sees ИЕ 1982 3.7 13.8 —4.4 6.6 г ; : 
GermanDem. Ве. ....... 198 10.1 6.2 1.3 6 3.8 5.9 
Hungary Е wet wees вт 1982 4.7 36.14 вод — 20.3 1.0 3.4 
ее ор, соль les чак 1982 —21.0 13.64 7.3 — 36.1 — 0.8 —10.5 
ЕН са 1981 —9.6 —8.8 —10.1 9.1 —5.6 
SovietsUnionverases и а. 1981 55 42.14 9.1 35.5 26.2 18.4 


Sources: National statistical publications. Data i i i i iti i 
ake Feta ppt а paneer ata are only roughly comparable across countries owing to differences in the definition of commodity groups and to the fact that growth rates 
Commodity groups: Machinery and equipment includes means of transport; i i ici 
р i 5 < $ у port; fuels, metals and minerals includes electricity\(wherever fuels and electricity alone are shown, metals and 
ты pee in the raw materials group); raw materials etc. includes industrial semi- fabricates, chemicals, construction materials; foodstuffs includes raw materials for food industry. 
2 мы Ate live animals, and feedstuffs; consumer gocds refers to industrial consumer goods except food products and means of transport. ; 
г. 


> January—June. 

© Including foodstuffs. 

“Fuels and electricity only. 

‹ Products of light industry. 

TABLE 4.3.5 
Eastern Europe and the Soviet Union: foreign trade, planned and actual, 1982-1983 
(Annual growth rates, in percentage) 
Actual 1982 
Plan 1982 Value Volume Plan 1983 
Turnover Exports Imports Exports Imports Exports Imports Turnover Exports Imports 

Bolgariaias segs аа. кб 4 у А 5% 5* oh 1% 8 
Gzechoslovakid и Лень aug 4 9 5 5 5% ae - 
German. Пете Верь ка ce и nf oes 8* ie 7 —3* 13 oh ee 
НОУ Е a клал а He 6-8 2-3 =2 = Se —2* в i 0 
Poland . р er Ae. 3) ee se be Me 6 —16 9 —16 11 фа na 
Romania 14 me и —10 —24 = 7] —24, 14 18 8 
‘Soviet Union . is 8* р 5% 8* 2% oe я 


ee 


Source: Plan targets from national plan documents, explanatory speeches and other official announcements; 1982 volumes as for table 4.3.4, values as for table 4.3.7. 


Note: Value changes are measured in terms of US dollars. 


The contrast between export and import value changes 
for machinery would appear to indicate that much of the 
east European export increase may have gone to the 
market economies, perhaps developing countries (bar- 
ring a substantial upswing in Soviet machinery imports, 
for which 1982 data are not yet available). There were 
also steep reductions in value, presumably reflecting 
even sharper falls in real terms, in the imports of 
foodstuffs and agricultural products into a number of east 
European countries. Imports of raw materials and semi- 
fabricated goods also turned down in a number of cases. 
A substantial proportion of these imports traditionally 
come from western sources, and similar trends can be 
observed in western export data (section 4.4 below). 
Finally, rates of growth of the value of fuel imports in 
1982 are generally (except for Hungary) well below the 
known rate of 1982 rouble price increases for fuels (about 


20-25 per cent), thus indicating a significant decline in 
real imports. 

In their broad directions, if not always in their specific 
magnitudes, the contrasting changes in export and 
import volume and the changes in the commodity 
structure of trade described above were in accordance 
with the policy intentions of the east European countries 
in the foreign trade sphere. While only very limited 
information is generally available on plan targets for 
foreign trade (see table 4.3.5), and the available figures 
are often difficult to ицегргев, 343 it is evident both from 


343 In particular, it is rarely specified whether the announced foreign 
trade plan targets refer to changes in nominal trade value or to changes 
in volume terms. Among the east European trade targets shown in ta le 
4.3.5, those for the German Democratic Republic and Romania are 
likely to refer to value growth, but this is by no means certain. 
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these data and from the policy discussions surrounding 
the planning process in the east European countries that 
a significant adjustment to pressures on the external 
balance was part of the plan intentions for the last two 
years. It is also evident, however, that in most of the east 
European countries actual developments, especially in 
1982, also reflect to a substantial degree emergency 
adjustments to unanticipated developments in trade and 
payments. These necessitated constraints on imports 
going well beyond the original intentions. Apart from 
the long-term adverse trends in the terms of trade, which 
at this time most strongly affect the relationship between 
the east European countries and the Soviet Union, the 
main energy and raw material supplier of the region, the 
pressures for adjustment emanated mainly from factors 
affecting the east-west economic relationship which 
have been discussed in section 4.1 above or will be taken 
up in greater detail below in section 4.4. The combina- 
tion of structural adjustment in the east European 
economies and of emergency belt-tightening, which is 
reflected in the trade performance reviewed above, 
resulted in a sharp turnaround in the east European trade 
balance, from a $2.6 billion deficit in 1981 to an 
estimated $4 billion surplus in 1982. This will be 
examined in section 4.3(iv) below. 

The foreign trade experience of the Soviet Union, as 
noted earlier, followed a somewhat different path in the 
last two years. Soviet export volume had been growing at 
rather low rates in recent years, averaging less than | per 
cent for the period 1979-1981, which compares with an 
average growth rate of some 6 per cent annually (with 
wide fluctuations) for 1970-1978. The slowdown, which 
began in 1979, of course coincides with the last oil price 
increase and in part reflects the reaction of the volume of 
Soviet petroleum and petroleum product exports to this 
price свапре.344 After having come to a virtual standstill 
in 1981 (mainly owing to a sharp drop in the early part of 
that year), Soviet exports registered a vigorous increase — 
estimated at about 5 per cent in volume terms — in 1982. 
As may be noted in table 4.3.1, this upturn conceals 
opposing changes in the volume of exports to the two 
market areas, an estimated 15 per cent increase in 
exports to the market economies more than compensat- 
ing for an estimated 3 per cent decline in exports to the 
socialist countries. In both cases, again, changes in the 
volume of fuel exports are likely to have strongly affected 
the totals. In the case of Soviet trade with the market 
economies, this supposition is supported by the trade 
partner statistics reviewed in section 4.4 below (see 
especially table 4.4.3). As regards exports to the socialist 
economies, an apparent reduction in the volume of east 
ee fuel imports was noted above (see also table 
4.4.3). 

The volume of Soviet imports, on the other hand, has 
continued to grow at the substantial pace observed since 
1980, with an estimated increase of almost 8 per cent in 
1982. A rise of the same magnitude in 1981 reflected 
mainly very large increases in the volume of imports of 
agricultural products and industrial consumer goods 
from the market economies (estimated volume increases 
of 36 per cent and 44 per cent, respectively).345 All other 
commodity groups showed only small increases, or 
declines, in real terms in 1981 (for changes in value 
terms, see table 4.3.3). In 1982, machinery and 
manufactures imports probably had a more significant 


344 Tn 1981, fuel and energy exports accounted for 50 per cent of the 
value of Soviet exports, with a 44 per cent share in the value of exports 
to socialist countries and a share of 57 per cent in exports to market 
economies. 


345 Secretariat estimates, based on data used for table 4.3.3. 


share in the rise in import volume, and agricultural 
products a correspondingly smaller one. In the absence 
of data on the commodity structure of Soviet trade in 
1982, this hypothesis can be supported by the observa- 
tion that socialist trade partners appear to account for 
the larger part of the import volume increase in that year, 
probably in part a reflection of the recovery of Polish 
exports. A similar conclusion, however, can also be 
drawn from the data on east-west trade analyzed in 
section 4.4 below (see table 4.4.3). | 

The overall terms of trade of the Soviet Union 
continued to improve in 1981 and 1982, although at a 
reduced rate compared with the preceding two years. 
This reflected the price adjustments in the пига СМЕА 
market. In trade with the market economies there was 
some deterioration in 1981, which appears to have been 
partially offset in 1982 (see table 4.3.3). These terms of 
trade gains combined with the upswing in export volume 
to produce an improvement in the Soviet Union’s overall 
trade balance, from over $6 billion in 1981 to almost $8 
billion in 1982. 


4.3(ii) Trade among centrally planned economies 


Although reference has been made at various points in 
the preceding discussion to the two major market areas 
in which the European centrally planned economies have 
commercial exchanges — namely, the centrally planned 
economies and the (developed and developing) market 
economies — it may be useful to expand somewhat on 
recent developments in the two markets. It should be 
noted at the outset that trade among socialist countries is 
not identical with the intra-area trade of the east 
European countries and the Soviet Union. Nonetheless, 
the trends noted here can be taken as broad approxima- 
tions of those in the intra-area trade of the eastern part of 
the ECE герлоп.346 

In 1981, the trade of the east European countries and 
the Soviet Union with socialist countries registered a 
small (1 per cent) decline in volume, mainly because of 
the contraction in Polish deliveries and takings. The 
partial recovery of Polish exports in 1982, on the other 
hand, provided an impetus to the growth of intra- 
socialist (гаде.347 The data for the last two years indicate 
a continuation of the past trend towards an increasing 
concentration of intra-regional exchanges on trade 
between the east European countries jointly, on the one 
hand, and the Soviet Union on the other. East European 
exports to the Soviet Union (Soviet imports) rose by an 
estimated 3 per cent in volume in 1981 and by some 7 per 
cent in 1982, while east European imports (Soviet 
exports) declined by about 1 per cent in 1981 and seem to 
have dropped by perhaps another 3 per cent in volume in 
1982. The volume of exchanges among the east 


346 Trade with socialist countries includes exchanges with the non- 
European CMEA member countries (Cuba, Mongolia, Vietnam), 
other Asian centrally planned economies, and Yugoslavia in addition 
to the intra-area trade of the east European countries and the Soviet 
Union. The use of this aggregate is largely dictated by the availability 
of data for the last year under discussion. However, intra-area trade 
proper accounts for the bulk of this total (92 per cent in the case of 
eastern Europe and 79 per cent in the case of the Soviet Union in 1981, 
the last year for which complete data are available). 

347 In spite of the concentration of Polish trade recovery in intra- 
regional trade, that country’s exchanges with socialist countries were 
still some 3 per cent below the 1980 level in 1982, and some 12-14 per 
cent below the previous peaks (of 1978-1979), all measured in real 
terms. This probably indicates a considerable potential for further 
recovery, especially if political constraints on its western trade should 


force Poland to concentrate future trade development on the CMEA 
area. 
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European countries, by contrast, has continuously 
declined during this period.348 

_ The contrast between the east European export and 
import volume changes in trade with the Soviet Union, 
which has steadily increased over the past few years, 
reflects the efforts of the east European countries to 
adjust to the rise in the relative cost of raw materials and 
fuels emanating from the world market, as mediated 
through the intra-CMEA price determination system. 
As noted in section 4.1, these are being absorbed into the 
CMEA price structure with a time lag, in consequence of 
which the terms of trade of the raw material importers of 
the group were still deteriorating sharply in 1981 and 
1982. In 1981, prices in intra-CMEA trade increased by 
about 17 per cent for Soviet exports and by about 8 per 
cent for Soviet imports, measured in terms of transfer- 
able roubles (see table 4.3.3). Price movements in 1982 
appear to be only slightly less adverse for the east 
European countries: increases of about 12 per cent in 
Soviet export prices and 7 per cent in Soviet import 
prices (again in terms of transferable roubles, as 
estimated from Hungarian data).3+9 The above figures 


clearly indicate the magnitude of the adjustment chal- 
lenge which confronts the east European countries as the 
world market shocks of the turn of the decade are 
absorbed into the CMEA trade system. 


The responses of domestic economic policy in these 
countries have been discussed in chapter 3 above. The 
data on the behaviour of trade volume flows presented 
here indicate that the external adjustment (as evidenced 
in the relationship between stepped up export and 
decelerating or negative import volume growth) has been 
substantial and rapid. It has in fact been large enough to 
make a significant contribution towards the re-establish- 
ment of balance in the trade accounts of the region, 
though clearly a considerable gap still remains to be 
closed.35° 


4.3(iii) Trade with market economies 


While trends in trade among the centrally planned 
economies themselves thus displayed a certain continu- 
ity, there were sharp changes between 1980 and 1981 in 


348 Value growth in these trade flows has lagged behind шиа-СМЕА 
price advances since 1979, and the volume of exchanges in 1982 is an 
estimated 9-10 per cent below the 1978 level. See table 4.3.7 for growth 
rates in value terms. The absolute decline in dollar terms shown there 
for 1981, however is an effect of the dollar appreciation of that year; in 
rouble terms there was an increase of about 2 per cent. 

349 The changes in aggregate east European import unit values in 
both years are somewhat lower than those for Soviet exports, while the 
rise in the export prices was generally of the same order of magnitude as 
that of Soviet import prices; this reflects the effect of intra-east 
European trade (see table 4.3.3). As is to be expected, the impact of 
changes in fuel prices accounts for the bulk of the difference between 
east European export and import price movements. Again on the base 
of Hungarian data, the rouble price of fuels and energy in intra©CMEA 
trade increased by 25 per cent in 1981 and by another 23 per cent in 
1982. The price of petroleum is nonetheless still some 25 per cent below 
1982 world market price levels if compared through the Soviet 
rouble/dollar exchange rate, and lower yet from the perspective of 
countries (such as Poland) that have established a lower rouble/dollar 
cross-rate (though the legitimacy of these comparisons would appear to 
depend on whether such cross-rates properly reflect opportunity costs 
in their rouble and dollar export trade). Increases in the rouble oil price 
of some 20 per cent appear to be scheduled for 1983. 

350 The emergence of a substantial deficit in intra-socialist trade in 
1980 and 1981 13 largely a consequence of the Polish economic crisis 
and the disruption of trade flows which this occasioned. The east 
European countries have been in deficit in their trade with the Soviet 
Union since 1975, by amounts ranging from 5 to 9 per cent of their 
exports. While the aggregate deficit rose sharply after 1979, the change 
has been relatively small if Poland is excluded. As a percentage of 
exports, the deficit has declined from 6 per cent in 1979 to 4 per cent in 
1981 and, apparently, also in 1982. 


trade with the market economies. This reversal, which 
was accompanied by pronounced differences between 
the east European and the Soviet experience in these 
outside markets, continued through most of 1982. 

In the case of the east European countries, trade with 
the market economies had been the focus of strenuous 
external adjustment efforts since the mid-1970s, follow- 
ing the increasingly imbalanced (credit-based) spurt of 
trade expansion at the beginning of the decade. Though 
only partially successful, these efforts did uphold export 
growth to the market economies while maintaining some 
import expansion through 1980. In 1981, however, this 
growth faltered for a number of reasons. While supply 
side factors, notably in Poland (where a sharp contrac- 
tion in the production of exportables resulted in a 27 per 
cent drop in the value of exports), played a large role in 
this development, the weakening of demand in the 
market economies also must have contributed, as the 
value (and volume) of deliveries from a number of other 
centrally planned economies also declined. The fact that 
exports to developed market economies showed an 
absolute decline in value terms large enough to imply a 
decline also in volume in all of the east European 
countries but the German Democratic Republic, where- 
as exports to developing countries increased — at rates 
ranging from 7 to 35 per cent, which in 1981 must have 
meant very high rates of volume growth — also argues for 
a strong impact of demand side forces, since the import 
demand of the developing countries remained quite 
strong in that year. Clearly the weakening of demand in 
the developed countries had led to active efforts to find 
alternative export outlets in the third world. 

Owing to the coincidence of declining export earnings 
with sharply rising deficits on invisibles, caused by the 
rise in interest rates, this fall in exports was almost 
perforce translated into a sharp cutback in imports from 
the convertible currency area. The value of imports from 
the market economies declined by more than 13 per cent 
in 1981, with a slightly smaller (11 per cent) drop in 
volume. While Poland and Romania, the countries most 
seriously affected by debt problems, had to make the 
sharpest reductions (36 and 16 per cent in value), most 
countries of the group shared in the downturn. Policy 
statements from the east European countries indicate 
that attempts were made to impose priorities in the 
curtailment of import flows, with the deepest cuts to be 
taken in imports of investment goods in order to help 
maintain imports of food and production inputs. 
Nonetheless, at least in Poland and Romania the order of 
magnitude of import reductions was severe enough to 
affect domestic production. 

While in volume terms there may have been some 
slight recovery in exports to the market economies in 
1982 (growth of slightly over 4 per cent), this gain was 
offset by price movements and export value declined 
further. Coupled with a further tightening in the east 
European countries’ financial situation, described else- 
where in this chapter, this necessitated further import 
cutbacks which, as noted earlier, affected all countries of 
the group in 1982 (see table 3.3.7 for country data in 
value terms). For eastern Europe as a whole, the volume 
of imports from the market economies appears to have 
fallen some 14 per cent. 

In the trade of the Soviet Union with the market 
economies, rather different trends prevailed. Soviet 
exports, which in 1980 had risen very rapidly in value 
terms (mainly as a result of higher oil prices) but had 
contracted in volume, increased by 3 per cent in value in 
1981. Given the price changes in that year, this meant a 
4 per cent increase in volume. The value data by 
direction (table 3.3.7) suggest that all of this came from 
increased exports to developing countries, a conclusion 
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TABLE 4.3.6 


Eastern Europe and the Soviet Union: trade balances, 1979-1982 
(Billions of US dollars) 


ee ЕВ eae a eee ee ee eee ee = 


Country group 1979 

World HOA LAM SORSI YI 255.1 
SesrMlign Gomes 5 5 5 5 o —OMl 
Developed market economies Ee 
Developing countries te che) ame 0:4 
World Pati уе р 6:9 
Socialist сонаытез Е een 
Developed market economies . . —1.1 
Developing countries ao eZ. br 


Jan.—Sepi. 


1980 1981 1981 1982 1982¢ 


Eastern Europe 


—5.8 —2.6 — 1.5 2.8 4.0 
—1.6 —3.1 —1.2 — 0.9 —1.5 
—3.8 —2.9 — 2.3 0.9 1.1 
— 0.4 3.4 2.0 2.8 4.3 
Soviet Union 
8.0 6.2 133 4.2 7.6 
5.0 6.2 3.6 DS 4.1 
0.2 —1.2 —2.0 — 0.4 = 
2 ЦЕ — 0.3 2.3 3.5 


Source and country groups: аз for table 4.3.7. 
° Preliminary estimates. 


which is in conformity with the analysis below of the 
developed market economies’ imports from the Soviet 
Union. In the latter part of 1981, Soviet exports to the 
market economies accelerated markedly, probably in 
response to the trade deficit in convertible currency trade 
which appeared in the first three quarters of the year, and 
they continued to grow at a high rate through most of 
1982. Estimates for the year as a whole, as noted earlier, 
point to a 15 per cent increase in the volume of exports to 
developed and developing market economies, a remark- 
able performance given general world market condi- 
tions. Soviet imports from the market economies, in 
sharp contrast to those of eastern Europe, continued to 
rise strongly in volume throughout the period. In 1981, 
imports increased by 12 per cent in value: average unit 
values in dollar terms appear to have risen slightly (in 
contrast to the small decline in world trade unit values, 
perhaps owing to the substantial role of grain imports in 
the total), and volume grew by about 11 percent. In 1982 
there was no further increase in the value of Soviet 
imports from the market economies jointly as imports 
from developing countries declined by an estimated 10 
per cent, a drop which was not fully offset by a small 
increase in imports from the industrial countries.35! 
However, the accelerating decline in world market prices 
(in dollar terms) indicates that there was probably a 
further increase in import volume, which is estimated at 
about 6 per cent. 


4.3(iv) Changes in trade balances 


These developments in exports and imports produced 
a dramatic reversal in the aggregate trade balance of 
eastern Europe and a substantial improvement in the 
trade surplus of the Soviet Union. These changes are 
eka in table 4.3.6 (for country detail, see table 

In eastern Europe, improvements in the balance of 
trade with the market economies had been a policy goal 
in most countries since the mid-1970s, and in several the 
elimination of the deficit by 1980 had been among the 


351 The Soviet Union’s return from Latin American to North 
American sources of supply for grain appears to account for the decline 
in the value of imports from developing countries. In January- 
September 1982, the last period for which full trade returns are 
available, imports from Argentina and Brazil were about $1.1 billion 
lower than in the same period of the preceding year, which is a little 
more than the total decline in Soviet imports from developing 
countries, while Soviet imports from the United States and Canada 
rose by some $0.8 billion. 


five-year plan goals for the 1976-1980 period. This was 
expected to be attained through gains in exports, but in 
the event deficits started to decline, after a peak in 1978, 
only by virtue of import controls of various types, and 
initially at a slow rate. A significant turnaround was first 
registered in 1981, when the overall east European trade 
deficit was reduced by almost one half and a small 
surplus was attained with the market economies. 
However, owing to the rise in international interest rates 
in that year, the east European countries’ current account 
in convertible currencies nonetheless remained in defi- 
cit. In 1982, by contrast, the improvement in the east 
European trade balance appears to have been large 
enough to offset the deficit on invisibles and thus to 
assure also a current account surplus in convertible 
currencies (see section 4.4(v) below). In the case of the 
Soviet Union, where the overall trade surplus (a normal 
feature in most years) had declined in 1981 and that in 
transactions with the convertible-currency area had 
practically vanished, a surplus quite close to the previous 
peak was recorded in 1982. The rise, by an estimated 
$1.4 billion, reflects an increase in the surplus with 
market economies which was partially offset by a 
reduction of that with socialist countries. 


4.3(v) Policies and outlook 


In eastern Europe the events of 1982 appear to have 
imparted to policy makers a strong sense of vulnerability 
to uncontrollable outside developments. The threat to the 
solvency of a number of countries posed by the sudden 
reversal of financial flows and the steep rise in the deficit 
on invisibles in their balance of payments, developments 
which necessitated emergency adjustments in their 
national economic plans and policies, has special 
significance in this respect. Hence an easing of the tight 
balance-of-payments situation has assumed a pivotal role 
in the formulation of economic policy in the majority of 
the east European countries. 

The rise in the deficit on the invisibles account was 
caused by the leverage of international interest rate 
movements on high levels of external debt. A reduction 
of the external debt has therefore become an important 
goal in a number of these countries. An explicit target in 
this respect has been set only in Romania.35? But the 


25? Romania intends to reduce the level of external debt by 30 рег 


cent in 1983 and by 50 per cent by the end of 1985 (Scinteia, 9 October 
1983 and 17 December 1983). 
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TABLE 4.3.7 
Eastern Europe and the Soviet Union: changes in foreign trade value and trade balances by partner region, 1976-1982 
(Growth rates in percentage ; trade balances in billion US dollars) 


te SO) POET НЛО оля BINS ITS HOMO ob yok 


Growth rates Trade balance, 
in billion US dollars 


И Exports Imports 
trade partner group? 1976-1980 1981 1982 1976-1980 1981 1982 See 1981 1982° 
Bulgaria 
World Moy 17.3 3.0 5° 12.4 
oy sh : - : i 11.8 5* 0. —0. —0.1* 
Socialist countries 14.4 0.4 10* 14.3 6.8 9* —0 ; bs - = Ge 
Developed market economies 30.5 —12.4 A 5.4 29.6 = 5 = 0.7 
Developing countries 22.5 34.5 Te WD 32.1 \ rite 29 14 Sees 
Czechoslovakia | 
World 123. = 01 5:1 10.8 —3:4 5.4 9.7 0.2 0.2 
Socialist countries : Ley 2.0 9.2 10.9 0.2 11.0 = NS ФЛ =: 03 
Developed market economies 14.4 —9.9 =: 10.6 —12.2 —10.6* 6 =03 —0.1* 
Developing countries 12.3 7.0 =. 10.4 — 10.8 98 1.4 0.6 0.5* 
German Democratic Republic 
World be 11.4 14.7 8* el 5.8 ilk —8.4 =0),3 = OY 
Socialist countries : 10.3 9.2 8* 10.1 11.3 8* —0.9 —0.4 —0.5* 
Developed market economies 13.0 30.5 . Pett 2.4 = — 0.5 
Developing countries 20.0 14.8 nh 17.8 =). i} SLE = 0.6 or 
Hungary 
World : Е 7.2 1.3 1.7 Dyk — 0.3 = 30) 4.2 — 0.4 == 
Socialist countries 1.6 6.9 =02 = 1.4 0.3 — 0.4 0.3 
Developed marketeconomies 17.6 3 eS 13.3 0.6 = =) = ill —0.6 
Developing countries 19.6 12.4 10.9 21 —1 5 165) 053 0.3 0.2 
Poland 
World : a 10.6 2129) 5 8.8 — 18.8 1155) — 10.6 = jp) 1.0 
Socialist countries 91 НЕ 16.8 13.1 =5.0 —2.6 = 0) = 23) =O. 
Developed market economies 12.5 55-0) — 6.8 1.6 — 33.0 — 30.1 —12.7 —06 0.5 
Developing countries 13.4 —6.4 0.4 24.0 — 46.9 377 0.6 0.6 0.9 
Romania 
World moe 15.9 10.6 —9.5 19.8 —5.6 — 24.2 =3.7 0.2 И 
Socialist countries | 10.6 10.1 8% 16.5 113 18 0.2 = Ones 
Developed market economies 15.1 4 _17* Es) — 14.6 A = 0.2 * 
Developing countries 26.8 43.8 ANd ghee в ae 3 He 
Eastern Europe 
World smb 12:2 0.5 4* 10.9 3 ыы — 29.9 —2.6 4.0* 
Socialist countries 10.3 0.8 8* 10.7 4.0 (3 —4.2 =3).Il = 15" 
of this: Eastern Europe 8.3 210 we 8.2 35 oe — — — 
Soviet Union 11.4 4.3 ii 12.0 9.1 8* = 2) — 3.4 —2.0* 
Developed market economies 15.2 =f) = he 8.3 = 10,2 = 20% — 28.2 =) Le 
Developing countries т 20.3 She 24.3 — 22.4 == Ne YS) 3.4 4.3* 
Soviet Union 
World 4%. 18.1 3.8 8* 132 6.8 ihe 19.9 6.2 7.6* 
Socialist countries Sr MES 4.6 Sa 185 2.0 15% 13.5) 6.2 4.1% 
Developed market economies 23.6 Sle) 8* 12 3.9 2% 97 =1.2 3.6* 
Developing countries 18.2 13.8 10* 13.6 37.8 SO! 16.1 1.2 р 


Source : Secretariat of the United Nations Economic Commission for Europe, based on national foreign trade statistics. Figures for 1982 are in some cases secretariat estimates based on 
national trade data for the first 9-11 months, supplemented by trade partner statistics and trend analysis; these may be subject to substantial error margins and should therefore be considered first 


approximations only. 


Note: Growth rates and trade balances are based on trade values in terms of US dollars; growth rates may therefore differ from those shown in national statistics. National trade data are 


converted to dollars at the conversion coefficients used for statistical purposes. In most — but not all — cases these are time-weighted averages of the official “basic” exchange rate against the dollar, as 
announced by national banks or other authorities. 
The measurement of trade value movements over the period 1980-1982 can be distorted by the changes introduced in the foreign trade accounting regimes in Romania (in 1981) and in Poland (in 
1982). In both cases, the conventional valuation of foreign trade flows in terms of a special accounting currency unit (valuta leu, zloty dewizowy) was abandoned in favour of expressing trade values in 
terms of the ordinary domestic monetary unit (/eu, z/oty) through the use of conversion rates which, ideally, should approximate purchasing power parity ratios. In both cases, this reform also 
involved a substantial change in the rouble/dollar cross rate. Owing to the effect of this cross rate change, a direct comparison of trade values in the pre- and post-change year in terms of a third 
currency (whether this be the rouble or the dollar) will result in a biased image of value change (1.е., one that does not reflect the combined effect of price, volume and international exchange rate 
changes). 

in ie to avoid this distortion, a chain-linkage procedure has been employed here. In the case of Romania, comparisons between 1980 and 1981-are on the basis of the old (va/uta /eu) valuation 
for both years, and those between 1981 and 1982 on the basis of the new (/eu) valuation for both years. In the case of Poland, the 1981 to 1982 comparison is made on the basis of the new (zloty) 
valuation for both years. These adjustments are also carried into the aggregation for eastern Europe. To illustrate the impact of these adjustments, it may be useful to review what the aggregate value 
changes for eastern Europe would look like if the chain-linkage approach were not used (compared to rates of change shown for eastern Europe in the table above): 


Exports Imports 
1981 1982 1981 1982 
О ео See = — 4.8 -8 
Socialisticountrics =n ee) Ges es eel 2 1.1 —1 
Eastern Europe Е, =70 -10 —7.2 —10 
Soviet Union о Ва 2.0 5 6.8 = 


The measurement of the value changes in trade with the market economies is not affected in the case of the dollar valuation of total trade (but note that a similar adjustment—in the opposite 
direction—would be required for trade with the market economies if total trade value were measured in terms of roubles). Correspondingly larger differences arose in the value expression of 
Romanian trade (in 1981) and of Polish trade (in 1982). 

а The partner country grouping follows the practice of the national statistical sources, w ‘ 
countries” includes Yugoslavia and Cuba, in addition to the east European countries, the Soviet Union and the Asian centrally planned economies. “Eastern Europe 
country members of the CMEA shown separately in the table. 

ь Preliminary. Secretariat estimates indicated by asterisk. 


hich differs from the breakdown usually employed in United Nations publications. Thus, “socialist 
> refers to the six east European 
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achievement of a trade surplus, a precondition for 
carrying present debt service burdens and, a fortiori, for 
any debt reduction, appears among the targets of most of 
the east European plans for 1983. 

While these observations concern the relationship of 
the east European countries with the market economies, 
adjustments with a similar overall impact are also 
required in their trade with the Soviet Union, where a 
scheduled further deterioration in the terms of trade of 
energy importers will necessitate increases in export 
volume, further efforts at energy — and thus import — 
conservation, or a mixture of both. Reduction of the 
trade deficit with the Soviet Union is therefore a target of 
a number in the east European plans. 

With the present bleak outlook for a revival of external 
demand, the importance assigned by the east European 
countries to an easing of the balance-of-payments 
pressure throws much of the weight of adjustment on 
domestic macro-economic and import policies. The 
retrenchment of domestic demand observed in the 
discussion of the national plans for 1983 in chapter 3, 
both in the area of consumption and of investment, 
testifies to the former aspect. The linkage to balance-of- 
payments considerations is made most explicit in 
Czechoslovakia, where 40 per cent of the planned 
increment in national income is to be devoted to the 
achievement of an export зигриз.353 While import 
policies and the policy tools to be used for their 
implementation in 1983 are generally not spelled out in 
any detail in the national plans, in a number of countries 
the implementation of the planned increase in exports is 
considered a prerequisite for the achievement of other 
plan targets, including those for imports. In the case of 
Romania, planned import allotments are explicitly made 
contingent on the achievement of export tasks, with 
provisions to cut these allotments in the contrary case. In 
Hungary, the system of import barriers announced to 
GATT last fall (a quota and license system, as well as 
tariff surcharges on certain types of imports) is to be 
maintained in 1983. Minimization of import require- 
ments, the rationalization of import usage, and import 


353 See especially the presentation of economic policy by the head of 
the Czechoslavak State Planning Commission, S. Potac, in Planované 
hospodarstvi (1983, No. 1) and Rudé pravo, 25 November 1982. 


substitution (especially as regards imports from the 
convertible-currency area) are significant topics in the 
plans and policy discussions of all of the east European 
countries. 

On the basis of these considerations, import demand 
from eastern Europe is likely to remain very weak in 1983, 
even if the desired improvements in export performance 
should materialize and the financing constraints should 
ease. In volume terms, this may easily mean another 
year of import contraction, especially if the continued 
adjustment to energy prices — which for these countries 
are still rising — is taken into account. The export efforts 
of the group can be expected to remain strong, and in 
volume terms export growth should receive a further 
impetus from recovery of Polish exports from their sharp 
decline in 1980-1981. 

In the case of the Soviet Union, balance-of-payments 
considerations are not a constraint on economic policy 
(and recent developments in this sphere have in any case 
been favourable). Export earnings in trade with the 
market economies in 1983, however, are bound to be 
affected by the prospect of falling petroleum prices. As 
noted in chapter 3 above, the Soviet plan for 1983 
envisages an increase in the growth of overall economic 
activity and, which is of particular significance here, a 
substantial increase in investment outlays. On the other 
hand, harvest results in 1982 were not such as to generate 
a substantial drop in agricultural imports. Soviet import 
demand is therefore likely to remain buoyant, and 
another increase in the volume of imports in the range 
observed in recent years is not at all improbable.*>+ 


354 A planned increase of about 2 per cent in total trade turnover 
appears to be implicit in the statement of Deputy Premier Baibakov, in 
his exposé of the 1983 plan to the Supreme Soviet, that trade turnover 
with socialist countries is to rise by 7.7 per cent and to reach almost 58 
per cent of the total trade turnover (Pravda, 24 November 1982), since 
in 1982 the same share was about 54—55 per cent. According to the 
same speech, trade with the market economies in 1983 is to be slightly 
above the target of the five-year plan. While the latter target has not 
been published, the figures above would in turn imply a 5 per cent 
decline from the 1982 level in the turnover with the market economies. 
Unfortunately, targets in terms of “turnover” (exports plus imports) 
provide little information about expected changes in inward and 
outward trade flows respectively, since any given change in this 
measure is compatible with widely varying changes in the two 
components. 


4.4 DEVELOPMENTS IN EAST-WEST TRADE?55 


There were a number of significant features in the 
development of east-west economic relationships during 
1981 and 1982.356 One was the resurgence of Soviet 
export growth to the west in 1982 which, with the 
continued rapid rise in western exports to the Soviet 
Union, made this two-way flow an exceptionally 
dynamic one in comparison with the sluggishness of 
world trade as a whole. By contrast, western trade with 
eastern Europe has been in sharp decline. 

The general economic factors responsible for this 
decline have been, on the one hand, economic stagnation 
in the west and, to a lesser extent, commercial policies 
designed to protect certain “‘sensitive” sectors. On the 
other hand, most east European countries have reacted 
to a rising debt service burden and weak export markets 
by adopting policies to increase exports and, more 
frequently, to reduce imports (also see section 4.3). 

An additional element was added when commercial 
-bank credits became progressively less available to the 
east in 1981 in response to the financial difficulties of 
Poland and Romania. After political tensions mounted 
at the end of 1981, this source of credit virtually dried up 
in 1982. Given the restricted access to new finance, 
eastern adjustment vis-a-vis the west accelerated in 
1982. Since exporting possibilities remained limited, the 
burden of further adaptation fell on imports. 

As a result, eastern Europe has turned its long- 
standing convertible-currency current-account deficit 
into a surplus in 1982 — the first in over a decade. In fact, 
such a surplus became a necessity given the inability of 
these countries to roll over their debt and their obligation 
to make scheduled repayments. It appears that in the 
process, the aggregate debt of eastern Europe was 
actually reduced in 1982 — thus reversing a decade-long 
upward trend. 

In the sections which follow, east-west trade is 
discussed first in terms of western imports from eastern 
Europe and from the Soviet Union (section 4.4(i)). 
These same trade flows are then analyzed in terms of 
changes in commodity composition. Finally the underly- 
ing factors determining western imports are discussed. 
Western exports are treated in a parallel fashion in 
section 4.4(ii). Trade prices and the terms of trade are 
discussed in section 4.4(iii), while east-west trade 
balances by sub-region are presented in section 4.4(iv). 
The presentation ends with an analysis of the recent 
significant changes in eastern current account balances 
with the market economies in section 4.4(v). 


355 This section, along with parts of section 4.1 of this chapter in 
which recent commercial policy and international financial develop- 
ments are treated, are meant to extend and update the survey of east- 
west economic relationships to be found in United Nations, Economic 
Bulletin for Europe, Vol. 34, No.4 (completed in October 1982). 

356 The term “developed market economies” (or for convenience 
“west” or “western”) as used here refers to the countries of western 
Europe (including Turkey and Yugoslavia), North America and 
Japan. This grouping is intended only for statistical convenience. The 
term “eastern Europe” refers to Bulgaria, Czechoslovakia, the German 
Democratic Republic, Hungary, Poland and Romania taken together, 
the term “‘east” or “eastern countries” refers to eastern Europe together 
with the Soviet Union. The regional grouping “southern Europe” 
found in several tables includes Greece, Portugal, Spain, Turkey and 
Yugoslavia; “southern Europe” is always included in the “western 
Europe” grouping. 
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4.4(1) Western imports 


_Over the past several years there have been substantial 
differences in the development of trade flows between 
the west and eastern Europe on the one hand, and the west 
and the Soviet Union on the other.357 

After a period of uninterrupted growth in the second 
half of the 1970s, the volume of western imports from 
eastern Europe has fallen for three consecutive years. 
Following a decline of 1 per cent in 1980, the fall 
quickened to 6 per cent in 1981, and a somewhat slower 
rate carried over into the first three quarters of 1982 
(table 4.4.1 and charts 4.4.1-4.4.3).358 In comparison, the 
volume of western imports from the Soviet Union had 
been declining for somewhat longer (since 1979), and 
more steeply, with an 8 per cent decline in 1981. 
However, there was a marked turnaround in the first 
three quarters of 1982, as western imports from the 
Soviet Union increased at a rate of some 13 percent. The 
last year in which a change of comparable magnitude 
took place was 1976. The data in table 4.4.2 indicate that 
imports into western Europe, as distinct from the other 
developed market economies, were mainly responsible 
for this increase. 

Economic stagnation in the west has probably been 
the dominant factor limiting eastern exports. Invest- 
ment, an important determinant of machinery and 
equipment imports, has been depressed for several 
years. By contrast agricultural output has been rising, 
and this had the effect of curtailing the demand for 
certain food imports while simultaneously increasing 
export capacity. Moreover, numerous industries — steel, 
chemicals, machine tools, automobiles, etc. — have been 
operating for several years at low rates of capacity 
utilization, thereby intensifying competition in world 
markets. 

Sluggish domestic demand has been reflected in the 
development of total western imports from the world, the 
volume of which declined in 1980 and 1981 by 1 per cent 
and 3 per cent respectively (see section 4.2 above). In the 
past, western imports from eastern Europe have tended 
to develop in line with western imports from the world, 
although this was true to a lesser extent in 1981. In the 
first three quarters of 1982, the two series diverged as 
western imports from the world rose slightly while those 
from eastern Europe declined by 5 per cent. This 
relationship is examined in more detail below. 

In the area of commercial policy changes, the trade- 


357 The analysis presented here is based upon the United Nations 
trade data base (COMTRADE) which derives from western sources. 
However, in certain cases, data taken from the national sources of the 
eastern countries are also introduced. In both cases, the country 
coverage of the statistical aggregate “developed market economies” 
(defined above) is the same. However, differences arise between the 
two data sets, the nature of which has been analyzed in P. Marer, 
“Toward a Solution of the Mirror Statistics Puzzle in East-West 
Commerce” in Е. Levcik, (ed.), International Economics — Comparisons 
and Interdependences, Vienna Institute for Comparative Economic 
Studies, 1978. 

358 Unless otherwise noted, data for 1982 in this section refer to the 
first three quarters only. Growth rates and incremental changes are for 
the first three quarters relative to the same period in 1981. All data for 
1982 should be considered preliminary. Country data in value terms 
are given in Appendix tables 1 and 2. 
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a 


TABLE 4.4.1 


East—west trade: value, volumes, prices, terms of trade, 1976-1982 
(Percentage change over the same period of previous year) 


а 
Western exports Western imports 
SS ———————————— eee ee eee 
Developed market 
1 ла Jan.—Sept. J 
economies with: 1976 1977 1978 1979 1980 1981 1982 1976 1977 1978 1979 1980 1981 1982 


ee ee ee ee О ни 


Eastern Europe and 


Soviet Union . . 6 — 18 19 12 —4 
of which: 
Eastern Europe —2 19 17 2) —16 
Soviet Union . 9 _ 16 20 16 8 
Eastern Europe and 
Soviet Union 13 _9 10 1 3 4 
of which: 
Eastern Europe 5 —9 2 1 —4 —6 
Soviet Union 22 = iif 15 1 8 15 
Eastern Europe and 
Soviet Union —7 9 8 17 10 —8 
of which: 
Eastern Europe -—3 7 16 16 12 —10 
Soviet Union .-10 и 1 19 8 —7 


Values (т US dollars) 


Western Terms of trade (1975 = 
79 1980 


1976 1977 1978 19 


Eastern Europe and 


Soviet Union 96 99 96 86 74 
of which: 
Eastern Europe 101 105 108 104 102 
Soviet Union 91 93 86 71 55 


—8 18 11 13 34 22 —8 1 
—24 13 7 15 25 12 —14 -9 
4 23 14 11 42 31 —3 8 
Volumes 
—5 20 4 2 1 —3 =] 5 
—21 16 4 3 4 -1 —6 —5 
7 25 3 2 —2 —5 —8 13 
Prices (in US dollars) 
-3 —2 6 11 32 25 — —4 
—3 =) 3 13 21 14 _7 —4 
—3 =?) 9 9 44 37 5 =5 
100) 
1981 1982 
68 70 
100 101 
49 50 


Sources : United Nations commodity trade data (COMTRADE); OECD, Statistics on Foreign Trade, Series A, Paris; IMF, Directions of Trade and International Financial Statistics, Washington 


D.C.; national statistics. 


Price and volume indices: for the methodology and derivation, see United Nations, Economic Bulletin for Europe, Vol. 31, No. 1. 
These data reflect the trade of twenty three western reporting countries (Appendix table 1 contains a list of those countries included). Throughout, western data do not include trade between the 
Federal Republic of Germany and the German Democratic Republic, unless otherwise noted. The same data are used in charts 4.4.1 to 4.4.3. In addition, the volume indices of total western imports 
from the world come from United Nations, Monthly Bulletin of Statistics. The indices of gross social product of eastern Europe and the Soviet Union used in the charts are based upon the national 


statistical sources of those countries. 


Eastern statistical sources, data from which are used in several subsequent tables, include trade between the Federal Republic of Germany and the German Democratic Republic. For 


comments on eastern data also see note to table 4.3.7. 


creation effect stemming from the Tokyo Round tariff 
cuts continued to benefit those eastern countries whose 
products receive most-favoured-nation treatment. How- 
ever, a number of western commodity imports — steel, 
certain textiles, agricultural products — are likely to have 
been restrained by various non-tariff barriers in certain 
markets. In this regard, some eastern countries have 
reported that their exports have recently encountered 
greater restrictions in western markets. 

It may also be useful to note the strong impact of 
Poland’s trade on western imports from eastern Europe. 
Poland’s exports to the west declined by 34 per cent in 
value terms in 1981 and by another 13 per cent in the first 
three quarters of 1982, as a consequence of domestic 
economic difficulties and shortages of imported inputs. 
In fact, the volume of western imports from east 
European countries other than Poland increased by some 
2-3 per cent in 1981, in strong contrast to the decline of 
total western imports from the world by 3 per cent. This 
relatively favourable performance on the part of these 
east European countries in 1981 was rather unusual 
since, in the past, western imports from them have grown 
at the same rate as, or slower than, western imports from 
the world (as was the case in 1978 and 1979). The 
particularly strong export performances of the German 
Democratic Republic and Romania were responsible for 
the outcome in 1981. 

However, in the first three quarters of 1982, western 
imports from east European countries excluding Poland 
fell by around 3 per cent, in contrast to the slight increase 


in total western imports from the world, and in spite of 
another strong export performance by the German 
Democratic Republic (with an increase in volume terms 
of some 10 per cent) and to a lesser extent by 
Czechoslovakia. However, there was considerable di- 
vergence in country experiences in this regard, as 
exemplified by the particularly large drop in Romanian 
exports. 

Given the major changes in western imports from the 
Soviet Union in 1982, as well as the unusual development 
of western imports from eastern Europe, it may be useful 
to determine which commodities have played important 
roles in each case. In terms of SITC commodity sections 
(table 4.4.3),253 the fall in western imports from eastern 
Europe in 1982 can be attributed largely to lower eastern 
deliveries of mineral fuels (SITC 3) and, to a lesser extent 
(in order of importance), to manufactured goods (SITC 
6), machinery and transport equipment (SITC 7), food 
(SITC 0) and miscellaneous manufactures (SITC 8). 

Imports of petroleum and petroleum products (SITC 
33), which account for 15 per cent of total western 
imports from eastern Europe, fell by some 19 per cent in 
volume. With the exception of the German Democratic 
Republic, whose exports of these products rose by some 


359 In addition, the country data in Appendix tables 3 and 4 should 
be consulted. These tables are based upon data for the first three 
quarters of 1982 and the same period in 1981 as reported by twelve 
western countries. Also see notes to table 4.4.3. The issue of 
commodities is addressed again in section 4.4.(ii), where the significant 
developments in western exports are examined. 
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TABLE 4.4.2 


East-west trade: change in trade value, by major partner regions, 1978-1982 
(Percentage change in US dollar terms) 


анал eebeve Ri = re ieee a ae NO I BC OS. Дыра een ee AS «анк. 


Western exports 


Western imports 


1978 1979 1980 1981 19827 1978 1979 1980 1981 19822 
| SED FO ee et ee ee ee 
A. Developed market economies with: 
Eastern Europe and Soviet Union. . . 18 19 12 —4 —8 13 34 22 —8 1 
of which: Еамет Europe... . . 19 17 9 —16 — 24 15 25 12 — 14 = 
Soviet Wnion™ foes 4 @ ов ы LO 20 16 8 4 И 42 31 =) 8 
Western Europe ний > 
Eastern Europe and Soviet Union. . . 14 15 19 =] 2 13 35 25 8 3 
of which: Eastern Europe .... . 18 14 9 Sil = 13 27 14 —16 =] 
Soviet| Ш ав обе 9 17 32 1 =5 13 43 34 2 10 
Southern Europe with: 
Eastern Europe and Soviet Union 25 14 50 16 = 16 24 32 2 == 1, 
North America with: 
Eastern Europe and Soviet Union 43 51 —16 9 2 31 12 2 il —50 
Japan with: 
Eastern Europe and Soviet Union . 20 2 10 12 И 1 34 —4 = 17 = 
В. Developed market economies with : 
Eastern Europe and Soviet Union. . . 15 18 15 == = 10 37 24 oy) 1 
of which; Eastern Europe... . . И 15 10 10 —20 13 26 18 = —6 
Soviet Unions). 4) au) eee el 22 21 10 5 7 50 29 —2 6 


Sources: As for table 4.4.1 (western data) and 4.3.7 (eastern data), 

Note: Section А is based on western data; section В is based on eastern national sources. 
* January-September, over the same period in 1981. 

> Western Europe includes southern Europe. 


37 per cent in volume, all other eastern countries reduced 
their deliveries, generally by about 30 per cent. This 
latter development may reflect the reduction in east 
European imports of crude oil for refining as well as 
slackening western demand. Within the fuels section 
(SITC 3), western imports of coal rose by some 30 per 
cent and thus somewhat offset the effect of the drop in 
petroleum product imports.7°° 

The overall decline in western imports tends to 
overshadow a number of east European export successes 
in western markets for manufactures. This was particu; 
larly true for chemicals, the volume of which increased 
by some 8 percent. All eastern countries, except Poland, 
but especially Romania, Czechoslovakia and the Ger- 
man Democratic Republic, managed to increase the 
volume of chemicals exports (SITC 5), by amounts 
ranging from 15 to 25 per cent (Appendix tables 3 and 4). 
Regarding other commodity sections, Bulgaria, Czecho- 
slovakia, the German Democratic Republic and Hunga- 
ry increased export volumes of manufactured goods 
(SITC 6), while Romania and Bulgaria accomplished the 
same in the miscellaneous manufactures section (SITC 
8). The German Democratic Republic was the only 
country whose exports of machinery and transport 
equipment rose in spite of the poor investment climate in 
the west.2°! Thus on the whole, it would appear that 


360 In 1982 there was a large improvement in the availability of 
Polish coal and certain other raw materials following a substantial 
recovery in Poland’s domestic production. The Polish authorities have 
indicated that an export volume of 28.5 million tons of coal was 
achieved for all of 1982, of which 16.6 million tons went to the 
convertible currency area. This compares with exports to the west of 
some 9 million tons in 1981. 

361 In this regard, Mr. S. Potac, the Czechoslovak Deputy Premier, 
noted recently that the decline in world investment activity in 1982 
increased the difficulty of exporting Czechoslovak machinery (”Hlavni 
ukoly hospodarského а socialniho rozvoje na rok 1983”, Plénované 
hospodarstvi, No. 1, 1983 p. 2). 


eastern Europe’s manufactures (SITC 5-8) fared reason- 
ably well in 1982, perhaps because of exceptional export 
efforts. Finally, Czechoslovak and Hungarian food 
exports (SITC 0) , which together accounted for over 
one-half of east European exports of this commodity 
group, increased, as did their exports of crude materials 
(SITC 2). 

In the first three quarters of 1982, the largest increases 
in imports (in value) from eastern Europe were registered 
by Norway (74 per cent), Greece (17 per cent), Ireland (9 
per.cent), Denmark, Spain and the United Kingdom (5— 
6 per cent), and Italy (2 per cent). These changes in value 
probably also reflect increases in volume terms. 

These changes in western imports from the east have 
taken place against the background of certain develop- 
ments in the eastern capacity to export to the west. A 
number of issues may be noted here, although it is 
beyond the scope of this review to assess their impact. 
First, the recent reduction in imports from the west by 
eastern Europe has led in some cases to shortages of 
necessary inputs for production, and this has contributed 
to the slowdown of output growth, including that of 
goods produced for export. It is well known, for 
example, that the unavailability of particular imported 
components, raw materials or energy can have a 
disproportionate effect on output.362 

Second, the process of adjustment which the east 
European countries have been pursuing vis-a-vis the 
west (discussed below) has coincided with their external 
adjustment within the CMEA trading region (section 
4.3). This latter adjustment, taken in response to terms 
of trade changes, has consisted of expanded export 


5? This was the case in Poland, as was specially noted in the report 
on 1982 economic developments (see “Komunikat Glownego Urzedu 
Statystycznego о sytuacji spoleczno-gospodarczej kraju w 1982 r.”, 
Trybuna Ludu (Warsaw), 12-13 February 1983). 
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TABLE 4.4.3 


East-west trade: values and volumes by major commodity groups, January-September 19822 
р eae 


Western exports 


Western imports 


Value 
a ($ billions) neat ($ о и 
are Share 
SITC Section (per cent) Level Change Value Volume (per cent) Level Change Value Volume 
Western trade with eastern Europe 
0 Food and live animals . . . . . 15 1.2 —1.2 — 50 — 38 12 0.9 —0.1 = 6 
Чи Зетемьщи. 5 ас walidersvall ЩО: Аа 1 0.1 Е: 8 20 
2 Crude materials 6 и 05 =r 8 Оо 2 
3 Mineral fuels 2 ох Re ar 23 18 02: 43 a7 
32 Coal и Ieiot Ak ts 1 0.1 —0.1 —57 —52 8 0.6 0.1 25 30 
33 Oil and oil products... . 1 0.1 we Se 10 15 ee. Wee ИИ ai 
4 Animal and vegetable oils . 1 0.1 ee 39 69 1 0.1 ae 36 66 
а Le ag 0 4% “4 9 0.7 at 3 8 
6 Manufactured goods .... . ° 22 1.7 — 0.3 15 =i 20 1.6 — 0.1 =57 —4 
7 Machinery and transport 5 
equipmentaliss ts Sah. г Ais He 128 2-2 —0.6 = = = == 
8 Misc. manufactures... .. . 5 0.4 = iy я ig i ao ey a 
ere eye eee ee ee ein) По inn We eee nen Se ee eee 
hotali(0=9) ages 39 al soe. 100 7.8 —2.6 =25 — 206 100 8.0 — 0.8 -9 — 56 
Western trade with Soviet Union 
0 Food and live animals . . .. . 23 3:5 0.1 3 15 1 0.1 — 4 КИ 
фас ee ee МАРО 18 Dai 0.4 18 30 - — - 36 48 
Pride то gap a ns 2 at 3 0.4 0.1 52 82 9 1.3 —0.1 = = 
Sa Mineral sucise "ens <n ec! 1 0.2 0.1 64 69 75 11.4 1.0 10 14 
Ед ее фе — — — — 83 —78 1 0.2 — —16 —21 
33 Oil and oil products . 1 0.2 0.1 64 69 54 8.2 1.2 16 21 
34 Natural gas . RAE - = = = = = 12 1.9 0.1 7 
SiChemicalsprek чина. я 9 1.4 —0.2 —13 —8 4 0.6 —0.1 = —8 
6 Manufactured goods ФИ» MITE 31 4. 0.7 17 20 6 0.9 0.2 24 27 
7 Machinery and transport 
EQUIDMEN WAL opment sacs еб 26 3.9 0.8 25 29 1 0.2 = =8 —4 
5: Miscismanufactures, ... с. . 5) 0.7 —0.1 —10 —7 = = — 2 —20 
9 Not elsewhere classified . . .. 1 0.1 — 11 we 4 0.7 0.2 50 
ОО lee cision ко 100 15.0 1.5 11 17% 100 15.2 2 8 13° 


Source: United Nations commodity trade data (COMTRADE), quarterly data, “зепез О”. These data are based upon SITC Rev. 2. 

Note: In contrast to the broader coverage of table 4.4.1, coverage here and in Appendix tables 3 and 4 is reduced to countries for which data were available for the first three quarters of 1982 and 
the same period in 1981: Austria, Belgium, Luxemburg, Canada, Finland, France, Federal Republic of Germany, Italy, Japan, Sweden, Switzerland and the United States. These twelve countries 
account for some 75-80 per cent of total western trade with eastern Europe and the Soviet Union. Growth rates of total imports and exports based on this sample may therefore differ from the 
growth rates of total trade as given in table 4.4.1, 4.4.2 and Appendix table 1. These data exclude trade between the Federal Republic of Germany and the German Democratic Republic. 


< Changes are with respect to same period in 1981. 


ь For volume change based on total trade with all western reporting countries, see table 4.4.1. 


volume and/or reduced imports of supplies; either 
development could affect the availability of exportables 
for east-west trade. The specific policy responses to 
these challenges have been discussed in section 4.3. 

Finally, a number of eastern countries have indicated 
that their exports have been augmented through reduc- 
tions in domestic stocks. This would suggest, given 
present western market conditions, that the goods were 
relatively price elastic (i.e. fuels, raw materials, food, 
etc.) and that this particular source of supply might have 
resulted in a one-time increase in exports. 

The turnaround in western imports from the Soviet 
Union in 1982 is largely attributable to the fuel sector. 
Imports of fuels from the Soviet Union increased by 
about 14 per cent in volume (table 4.4.3). A contributing 
factor was the 27 per cent rise in manufactured goods 
imports (SITC 6) which, although much higher in terms 
of volume growth than fuels, have a smaller impact on 
the total because of their significantly lower weight in the 
western import structure. Within this commodity 
section, iron and steel (67), non-metallic mineral manu- 
factures (66), and non-ferrous metals (68) were exclusive- 
ly responsible for the improved volumes. A large 
increase was also recorded in the import of non-monetary 


gold (SITC 971). Imports in all other one-digit SITC 
sections declined or, as in the case of crude materials, 
stayed constant. 

Since imports of energy products from the Soviet 
Union make up some 75 per cent of total western imports 
from that country, any changes in the overall flow are 
likely to reflect movements in one or more of the energy 
‘components. The volume of western energy imports 
from the Soviet Union had been declining for several 
years. In 1982, however, the volume of petroleum and 
petroleum products increased by over 20 per сепё.363 
These sales were achieved at a time of generally 
contracting oil demand and softening world market 


363 The data for the energy trade sector should be taken as indicators 
of broad directions of change, since the Netherlands — the location of a 
major oil spot market — could not be included in the sample of western 
countries underlying the data used here (also see table 4.4.3). The 21 
per cent rise in western crude oil and products imports from the Soviet 
Union indicated by our country sample for the period January- 
September 1982 may be compared to an increase of 45 per cent 
registered in OECD statistics for January-June 1982 (OECD, Quarterly 
Oil Statistics, October 1982). While differences in country coverage 
may be responsible for the lower United Nations figure, it is also 
possible that the latter data reflect a sharp slowdown in western oil 
imports from the Soviet Union in the third quarter of 1982. 
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prices as western net imports of oil and oil products 
declined by some 13 per cent in both 1981 and 1982. 
Imports of natural gas from the Soviet Union showed a 7 
per cent rise in value (and possibly increased in volume) 
in the first three quarters of 1982. Further substantial 
increases in Soviet domestic production in 1982 (7.7 per 
cent) created the supply potential for such additional 
exports. 

The increased capacity of the Soviet Union to export 
crude oil and products probably reflects a variety of 
factors such as increased production in 1982 (613 million 
tons in 1982 compared to 609 million tons in 1981), the 
continuation of the policy of substituting other fuels, 
particularly natural gas, for certain end-uses, a decline in 
purchases of crude oil by some eastern countries and, 
possibly, savings realized as a result of lower-than- 
planned growth in industrial output. The increased need 
to export, following a slowdown in the growth of oil 
revenues at a time when grain imports were increasing, 
may also have been a factor. It may be noted here that in 
the past decade a considerable portion of the Soviet 
Union’s increased import capacity has resulted directly 
from terms-of-trade improvements following oil price 
increases. Consequently, when price rises slow, or fall as 
in the past year, adjustments in trade may occur: in 1982 
they consisted of export volume increases. 

Among the individual market economies, the largest 
increments in imports from the Soviet Union in the first 
three quarters of 1982 were in the Federal Republic of 
Germany and the Netherlands (each increasing imports 
by over $600 million), Belgium and Italy (by $420 million 
each), and Sweden and the United Kingdom (by $220 
million each). Although several other countries regis- 
tered large increases in imports in percentage terms 
(Norway 39 per cent, Denmark 39 per cent and 
Switzerland 19 per cent), the absolute increments were 
much smaller. These changes are likely to represent 
considerable increases in volume. 


4.4(ii) Western exports 


Except in 1974 and 1977, the volume of western 
exports to the Soviet Union has increased in every year 
during the past decade, although at highly variable 
annual rates (see Chart 4.4.2). An acceleration in growth 
is evident in 1980 and 1981, with a rate of 15 per cent in 
the latter year. Estimates for the first three quarters of 
1982 indicate a lower, but still relatively high, rate of 7 
per cent. By contrast, after a period of stagnation, 
western exports to eastern Europe have been declining in 
absolute terms since 1980. Export volumes fell by 4 and 6 
per cent in 1980 and 1981 respectively, after which the 
decline steepened to some 21 per cent in the first three 
quarters of 1982. Whereas in 1981 the aggregate decline 
conceals export increases to Bulgaria, the German 
Democratic Republic and Hungary, in the first three 
pikes of 1982, exports to all east European countries 
ell. 

In the late 1970s and early 1980s, the east European 
market for western exports became more limited because 
of eastern balance-of-payments deficits. These imbal- 
ances were aggravated by rising interest rates on 
accumulating external debt (see section 4.1). Thus, as 
the world recession and the other factors already 
mentioned reduced eastern Europe’s export growth 
prospects, imports were progressively reduced to prevent 
a further widening of the external deficit. Nevertheless, 
there had been considerable differences in the develop- 
ment of western export volumes to the individual eastern 
countries until the general decline in 1982. These export 
trends also appear to have reflected differences in the 


degree of external constraint as well as in national 
policies. : 

However, as it became more difficult for the eastern 
countries to borrow in commercial markets toward the 
end of 1981, followed by a near-closure of the market to 
eastern Europe in 1982, the scope for maintaining such 
policy differences among countries tended to disappear. 
Despite restricted access to finance, the burden of debt 
servicing remained and, in this case, the immediate 
pressure of adjustment fell on imports (see the country 
data in Appendix tables 1 and 2). Yet, not all countries 
were equally affected by these developments. Hungary 
managed to open several new lines of credit, but these 
appear to have been only sufficient to keep imports from 
being cut even further. 

Although the fall in the total volume of western 
exports to eastern Europe in 1982 affected all commodity 
sections (except SITC 4), there have nevertheless been 
major changes in the commodity pattern of trade (table 
4.4.3}.364 The most significant reductions were in the food 
section (a 50 per cent decline in value terms, equal to $1.2 
billion), which was accounted for largely by Romania 
and Poland and, to a lesser extent, by Bulgaria and the 
German Democratic Republic. In the case of Poland, 
this development is likely to have been linked to the 
reduced availability of officially-backed credits, particu- 
larly from the United States (also see section 4.1 on 
developments in commercial policies). By contrast, the 
volume of food imports into Czechoslovakia increased. 
To the extent that these figures are confirmed by more 
complete data, this change would represent a major 
turnaround in the long-term trend of increasing western 
food exports to the east European market. 

Next in terms of the magnitude of reductions were 
machinery and equipment (SITC 7), manufactured 
goods (SITC 6) and chemicals (SITC 5). Exports of these 
goods to all eastern countries were lower with the 
following exceptions: chemical exports to Poland in- 
creased by 34 per cent in value terms; and the volume of 
exports of machinery and transport equipment to 
Czechoslovakia and Hungary increased by some 2 and 6 
per cent respectively. Poland and Romania curtailed 
imports in the machinery section the most, followed by 
the German Democratic Republic and Bulgaria. 

The continued rapid development of western exports 
to the Soviet Union in 1982 reflected, among other 
things, large purchases of grain and a faster flow of 
machinery and equipment ordered in 1981. It has been 
estimated that Soviet machinery orders jumped from 
some $2 billion in 1980 to $5 billion in 1981, the latter 
figure including capital goods destined for the Urengoy 
and other pipeline systems.5®> The most important 
increase in exports (some 29 per cent in volume terms) 
was in machinery and transport (SITC 7) and in 
particular in SITC divisions which comprise pipeline- 
related capital goods: machinery specialized for particu- 
lar industries (72), general industrial machinery and 
equipment (74), road vehicles (78), and to a lesser extent, 
power generating machinery and equipment (71). A 
volume increase of about 20 per cent was recorded in the 
manufactured goods section (6): this reflected an 
especially large increase in iron and steel exports (SITC 
67, which includes pipes). Finally, western exports of 
food increased by some 15 per cent in volume, all of 
which was accounted for by the 30 per cent rise in cereals 
(SITC 04). 

The demand of the Soviet Union for western exports 
reflects the development of its convertible currency 


364 Also see Appendix tables 3 and 4. 


35 Economist Intelligence Unit, Quarterly Economic Review: USSR 
(4th Quarter 1982), p.18. 
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earnings which, as already noted above, have been 
largely determined by sales of fuels to the west. 
However, exports to the developing countries have also 
been important, particularly in 1982, when they grew 
rapidly. Sales of gold, historically, another major source 
of revenue, appear to have been less important in 1982 
than in 1981. 

Although western exports to eastern Europe were down 
sharply in the first three quarters of 1982, several western 
countries did manage increases — Turkey, 34 per cent; 
Canada, 26 per cent; and Finland, 26 per cent. Those 
countries increasing exports to the Soviet Union were 
more numerous — Greece, by 99 per cent; United States, 
42 per cent; Japan, 22 per cent; Austria, Canada and 
Italy all by somewhat under 20 per cent; Federal 
Republic of Germany by 11 per cent. However, in terms 
of absolute increments, the major contributions were 
made by the United States ($650 million), Japan ($500 
million) and the Federal Republic of Germany ($300 
million). 


4.4(iii) Trade prices and the terms of trade 


In 1981, western terms of trade with the Soviet Union 
and, to a lesser extent, with eastern Europe, continued to 
decline, largely reflecting the last repercussions of the 
second major rise in world energy prices (table 4.4.1). 
However, in the first three quarters of 1982 there was a 
reversal in this trend — the first improvement in the 
western terms of trade with the east since 1978. Since 
energy accounts for about 75 per cent of western imports 
from the Soviet Union and for about 20 per cent of 
imports from eastern Europe, any significant changes in 
energy prices must have an impact on overall western 
import prices and the terms of trade. Energy prices rose 
relatively slowly in terms of US dollars in 1981. By 
contrast, the prices of manufactured goods, which 
dominate the export structure of the developed market 
economies vis-a-vis the east, declined in terms of US 
dollars. The use of contract prices for manufactured 
goods defined in terms of currencies other than the dollar 
may have imparted an additional downward push to 
trade unit values in face of the appreciation of the US 
dollar. In 1982 the situation was somewhat different 
since the decline in energy prices exceeded the decline in 
manufactured goods prices (both in US dollars), which 
resulted in a western terms of trade improvement. 


4.4(iv) Trade balances 


It is now clear that there was a significant change in 
the historical pattern of trade balances between east and 
west in 1982. On the basis of both eastern and western 
trade statistics, the west is likely to have recorded a 
deficit with eastern Europe for the first time since the 
1960s. This turnaround highlights the profound changes 
which are under way in east-west economic relations 
(table 4.4.4). 

Having declined unevenly from a peak level of $4.6 
billion in 1975, the trade surplus of the developed market 
economies vis-a-vis eastern Europe fell to $2.4 billion in 
1981. Trade flows during the first three quarters of 1982 
resulted in a western deficit of some $0.3 billion, and an 
extrapolation of the trade performance during this 
period to the year as a whole yields an estimate of a 
western deficit of about the same magnitude, for a 
turnaround of almost $3 billion in a single year. Even if 
the actual figure for the year may turn out to be slightly 


lower,*°° it is certain that there has been a significant 
adjustment in the balance of these trade flows. 

In trade with the Soviet Union, the $2.8 billion western 
deficit recorded in 1980 almost disappeared again in the 
following year ($0.2 billion) as western imports from the 
Soviet Union declined while exports continued to grow 
at a substantial pace. The strong upswing in western 
imports in the first nine months of 1982, accompanied by 
a deceleration in the region’s exports to the Soviet Union, 
raised the deficit to $0.6 billion. An extrapolation of the 
nine-months trade trends yields a western deficit for the 
full year of $1.5 billion, but for a number of reasons a 
substantially smaller western deficit is more НКе]у.367 
Nonetheless, even this is noteworthy, since it will have 
been almost entirely the result of an export volume push 
on the part of the Soviet Union. In the past, western 
deficits or declines in western surpluses have tended to be 
the consequence of price changes and the deterioration 
of western terms of trade in the course of the oil price 
increases of the last decade. | 

Among the regional groupings which make up the 
developed market economies, the changes in trade 
balances with the east have been divergent. Western 
Europe, which accounts for most of western trade with 
the east, has had a gradually declining surplus with 
eastern Europe. In 1981, it declined to some $1 billion, 
and in the first nine months of 1982 this changed to a 
deficit — the first since the early 1960s — of almost $1 
billion. By contrast, western Europe’s trade with the 
Soviet Union has been in deficit every year during the past 
decade except for 1973 and 1975. Moreover, there was a 
significant rise in the deficit following the second round 
of oil price increases. In the first nine months of 1982 the 
deficit was over $5 billion, as against $3 billion in the 
same period of 1981. 

North America’s trade with the Soviet Union has always 
been in surplus, and this increased to $3.6 billion in 
1981. In the first three quarters of 1982 the surplus was 
$3.1 billion. Although this figure represents a substan- 
tial rise over that in the period of 1981, it is also unlikely 
in this case that the extrapolated value for the whole year 
of $5 billion was reached. By contrast, the surplus with 
eastern Europe declined in 1982, perhaps reverting to the 
low levels of the early 1970s. 

Japan’s trade balances have developed in a similar 
fashion to those of North America: declines in the 
surplus (which has been relatively small and constant) 
with eastern Europe in 1981 and 1982, and further 
increases in the surplus with the Soviet Union. 

Eastern national trade statistics (table 4.4.4, section B) 
show similar trends in trade balances. However, the 
trade surpluses of the developed market economies with 
eastern Europe have generally been larger in terms of 
these data, while no consistent pattern is evident in trade 
with the Soviet Union. 


366 A similar exercise based on eastern data, where estimates for the 
full-year are available, suggests that the annual change in trade 
balances may be somewhat smaller than that extrapolated from the 
performance of the first three quarters. There appears to have been a 
tendency for western exports to eastern Europe to pick up a bit, and for 
western imports to slow down some more during the last months of the 
year. Nonetheless, the eastern data also yield a turnaround in the trade 
balance (see table 4.4.4). 

367 ]{ should be stressed that the extrapolated 1982 trade balance 
figures shown in panel A of table 4.4.4 and in Appendix table 2 are 
offered only to provide an annualized picture of January-September 
trends and may not be good estimates of the most likely full-year 
outcome. In the case of western trade with the Soviet Union, the 
extrapolated trade values for 1982 reflect significant changes in trade in 
the latter part of 1981: a substantial slowing of western exports and a 
sharp pickup of western imports. There are some indications that 
changes in the last quarter of 1982 were in the opposite direction; hence 
the extrapolated values of the balance are likely to be too high. 
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4.4(у) Current account substantial convertible-currency trade surplus and a 
decline in its deficit on invisibles. 

For an appraisal of the scope of eastern adjustment in 
response to world economic developments in recent 
years, and in particular in 1981 and 1982, a broader 
perspective of eastern external economic relations than 


After running current account deficits in convertible 
currency transactions throughout the past decade, 
eastern Europe is likely to have recorded a surplus in 
1982. This significant change was largely the result of a 


TABLE 4.4.5 


Estimated current account balance of payments of eastern Europe and the Soviet Union with market 
economies, 1979-1982 


(Billions of US dollars) 


—д—ж— и 
Trade balances* 


with market economies Net 
services of which: Current 
of this : plus Investment account 
Total DME* transfers‘ income 
Е Е ee ee ees ee Ев 
Bulgaria 
1979 BESO FA ЕС: 0.7 0.1 — 0.2 — 0.3 0.5 
О ии 1.0 0.1 — 0.3 —0.4 0.7 
1981 а 29 бам 2 0.7 —0.6 —0.2 — 0.3 0.5 
eet еб ой. дар. 0.6 —0.6 — 0.1 — 0.2 0.6 
Czechoslovakia 
1979 Bava ot es en и 0.4 — 0.7 — 0.3 — 0.2 — 0.7 
ПО и — — 0.4 —0.4 — 0.3 — 0.4 
1981 eer eee ee We 0.3 =05) —0.5 —0.5 = Or 
1982 Caen Gio PEPE 0.4 —0.1 — 0.3 —0.3 0.1 
German Democratic Republic 
ОО. easels —=1:8 —1.8 0.4 —0.8 —1.4 
С Soho sent is lal —1.7 — —1.2 —1.7 
1981 ИТ т. ae — —0.> — 0:2 —1.4 —0.2 
OR 2 вк > 1.4 0.9 0.4 —1.0 1.8 
Hungary 
MOO oa gm 00 —0.5 =(0)7/ — 0.4 S43) 
OSM мб —0.6 —0.6 — 0.4 ==: 
1981 И А В м 9408 —1.0 — 1.2 Ali —2.0 
ПО Ve FV. ae Ce 03 — 0.6 —1.0 = 10 —1.3 
Poland 
ОО. Peet ae ПЕ —1.4 —1.3 —1.7 —3.0 
1980At wegen soos odie tes 10 —0.7 —1.9 — 233) —2.9 
1981 pete Те СЕР. = — 0.5 —2.0 SYS) — 2.0 
CLP a es НИР 5 0.7 —2.3 —2.4 — 0.8 
Romania 
О а —0.2 — 0.5 —0.4 —1.6 
THC A iw Se och oe ae gate Al eet HE — — 0.9 — 0.8 —2.8 
1981 ось а tee ee 0.2 0.5 —1.0 —1.0 — 0.8 
T9822 (aera Phe 1 Та 1.4 155 —0.9 —0.9 0.6 
Eastern Europe 
ОО senate; Soe м ыТа»-4.9 —5.5 —2.1 —2.4 —7.0 
Ce СЕ: ва ыы 24.8 —4.6 —2.6 —3.7 —7.4 
О. тор р Ве 35 № —3.3 —4.1 —5.4 —8.3 
1981 a Se era 0.4 —2.4 —5.2 — 6.8 —4.8 
9S. ete hay, Bs 5.0 1.8 —4.1 —5.8 1.0 
Soviet Union 
V9 Sie ОО On, 0.9 —2.8 0.5 —0.8 1.4 
ООО Я НЕ des 4.2 0.6 0.2 — 1.0 4.4 
1980 Gare: о 3.4 2.4 0.2 | 3.6 
1981 ий СЯ aa ee а 07 —0.7 — 0.3 —1.6 —1.0 
1982 eee es! ke Be 4.3 0.6 0.3 —1.0 _ 4.6 


И re Е ПЕ ЕЕ ЦЕ ee a ee Ee 
Eastern Europe and Soviet Union 


1978 —4.0 =the) sails = 3h) = 5) 
1979 —0.6 —4.0 SPs = yl —3.4 
1980 —0.8 — 0.8 —4.4 ld!) 2 
1981 03 = 37) от 910) — 6.4 
1982 9:8 2.5 —4.3 hs) 5 


по 


Source: Аз for table 4.3.2 (trade balances), national data and secretariat estimates (net services and investment income). 
Note: A positive balance indicates a surplus for the eastern economies. j i 
4 Trade balance f.0.b—f.0.b, except for Hungarian imports which are shown c.if. in the national returns. 
> Developed market economies (see footnote 356). ‘ 
© Invisibles balances are ECE secretariat estimates, except in the cases of Hungary, Poland and Romania. Polish official data have been 
adjusted to include interest arrears in the years in which they were incurred, to conform to IMF Balance of Payments Manual recommendations. 
4 See also footnote 369 on national data covering all convertible currency transactions. 
© Includes estimated investment income deficit of the CMEA banks. 
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that provided by the limited east-west framework used 
elsewhere in this section is required. This applies in 
particular to the evaluation of the changes noted in 
section 4.1 in the financial balance in convertible 
currencies. As an approximation to the trade balance 
component of the eastern convertible currency current 
account, the eastern trade balance with the market 
economies is used below. In addition to the west, as that 
term has been defined in this section, this grouping 
includes the developed countries of the southern hemi- 
sphere and the developing countries, most of which 
conduct trade on a convertible currency Баз1$.368. 369 

The improvement in the east European trade balance 
with all market economies has been more pronounced 
than that in transactions with the developed market 
economies alone (see table 4.4.5). The trade deficit, 
which was about $5 billion in 1978, declined progressive- 
ly and swung into a small surplus in 1981. In 1982, the 
surplus is estimated at $5 billion. The trade balance of 
the Soviet Union with the market economies is normally 
in surplus, but a deficit of almost $1 billion was recorded 
in 1981; in 1982, there was a surplus of over $4 billion. 

Several years ago the deficit in investment income 
became a major component of the eastern current 
account (table 4.4.5). The growth in net payments under 
this heading was due, on the one hand, to the 
accumulation of external debt and, on the other, to 
increasing interest rates. In 1981, the net outflow is 
estimated to have reached some $9 billion.27° However, 
falling interest rates on commercial credits in the second 
half of 1982, and a decline in net debt outstanding, led to 
a reduction in the “investment income” deficit to an 
estimated $7 billion in 1982. The latter figure would 
imply a reduction of some $2 billion in eastern outlays on 
this account relative to the previous year. 

The net result of these changes in the trade and 
invisibles account of eastern Europe has been dramatic: 
current account deficits of $7-8 billion in 1978-1980 
were turned into a surplus of $1 billion in 1982. 

In several cases, the substantial increase in eastern 
investment income deficits in the late 1970s and early 


368 Eastern trade with the developing countries has been increasing- 
ly carried out in terms of convertible currencies rather than through the 
system of bilateral clearing arrangements which predominated in the 
past. Although the experiences of the individual eastern countries vary 
substantially, in general they have had increasing surpluses with the 
developing countries for several years. For eastern Europe as a whole, 
a deficit of some $400 million in 1980 was converted to a surplus of $3.4 
billion in 1981, and it is likely that a larger surplus was recorded in 1982. 

369 Tt should be noted that a number of eastern countries (Hungary, 
Poland and Romania) have recently published current account data for 
their convertible currency transactions. This covers not only transac- 
tions with non-socialist partner countries, but also convertible currency 
transactions with CMEA member countries. 

Hungarian trade data show that the convertible-currency trade 
surplus in recent years originates entirely in trade with socialist 
countries, offsetting a substantial deficit in trade with market 
economies. Official Hungarian current account statistics for convert- 
ible currencies show deficits of $826 million in 1979, $368 million in 
1980, and $727 million in 1981. Preliminary data put the deficit in 1982 
at $195 million. 

Official Polish current account statistics in terms of all convertible 
currency transactions show deficits of $3517 million in 1979, $2612 
million in 1980, $2059 million in 1981, and $1061 million in 1982. In 
this presentation, both trade and invisible flows are recorded on a 
“financial settlement” basis, in contrast to the ‘‘customs clearance” 
basis used for trade flows and the “liability accrual” basis used for 
interest estimates in table 4.4.5. 

According to Romanian statements a current account surplus of $655 
million was recorded in 1982 and a further surplus of $670 million is 
expected in 1983 (Financial Times, 21.1.1983, p.1). It may be noted that 
this performance on current account in 1982 represents a substantial 
improvement over the official forecasts made in the first half of 1982. 
These estimates envisaged a $550 million current account deficit in 
convertible currencies. The difference appears to reflect both a better 
trade balance than forecast as well as the recent fall in interest rates. 

°7° Eastward investment income flows arise from eastern foreign 
exchange on deposit in western banks. High interest rates have raised 
the income generated by these assets. 


1980s had an evident impact on import policies. That is 
to say, given existing constraints — current account 
deficits, faltering export growth, and the limits on 
further debt accumulation — a rise in the deficit on the 
invisibles account would impose a stricter constraint on 
import possibilities than would otherwise have been the 
case. 

This constellation would seem to fit the simultaneity of 
the rise in invisible deficits, reflecting mainly the rise in 
net interest payments, and the reductions in trade 
deficits (or increases in surpluses) observed in the case of 
Czechoslovakia and the German Democratic Republic, 
and a similar bind accentuated the impact of supply side 
factors in Poland and probably also in Romania (table 
4.4.5). The situation of Romania, in this regard, was 
complicated by the significant increase of its trade deficit 
with the market economies following the second round of 
oil price increases. For eastern Europe as a whole, the 
invisibles deficit rose from $2.1 billion in 1978 to $5.2 
billion in 1981, while convertible currency trade deficits 
were cut progressively, as noted, largely through limits 
on imports. 

Thus, it is possible to view the eastern debt as a 
medium through which disturbances from world mar- 
kets, namely the rise in interest rates from 1979, have 
been transmitted to the economies of eastern Europe. At 
the same time, another external shock, the fall in world 
demand, has been transmitted to the east through 
physical trade flows, a more traditional type of mecha- 
nism. The simultaneous disturbances from the real and 
financial spheres have necessarily made external adjust- 
ment increasingly difficult. 

By contrast, the balance on invisibles in the current 
account of the Soviet Union has been small. Thus its 
current account balance with the market economies has 
followed the large swings which are typical of its trade 
balances. In 1981, the Soviet Union registered a current 
account deficit after several years of surpluses. But the 
Soviet Union has been relatively less affected by the 
external disturbances discussed above by virtue of its 
relatively low debt, the structure of this debt (i.e., 
weighted heavily toward fixed rate credits) and its ability 
to export increasing amounts of energy in spite of the 
sluggish overall western demand for imports. 

Another external disturbance for the eastern coun- 
tries, in the form of restricted access to credit, arose in 
the second half of 1981 and intensified in 1982. The 
adjustment which it has induced has been more dramatic 
than that which took place between 1978 and 1981. 

As can be seen in table 4.4.5, the eastern current 
account changed from a deficit of more than $6 billion in 
1981 to an estimated surplus of $5 billion in 1982, a $11 
billion turnaround in a single year. Eastern Europe 
accounts for $6 billion of this swing, and the Soviet 
Union for the remainder. The resulting surplus is 
broadly consistent with the reduction in net external debt 
of the eastern countries as reflected in the net liability 
data reported by the Bank for International Settlements 
(see section 4.1). 

The basic pre-condition for reducing external debt in 
convertible currencies is to run a convertible currency 
current account surplus, as the eastern countries did in 
1982. However, a reduction in debt can occur either by 
intention or involuntarily. In the former situation, a 
country with a surplus on current account simply makes 
scheduled or early repayments on outstanding loans 
without seeking new credits.>7! By contrast, involuntary 


37! Bulgaria had de facto followed such a policy for a number of 
years. As noted earlier, the Romanian authorities have under 
somewhat different conditions, announced their intention to reduce 
Romania’s external debt by one half in the coming three years and to 
eliminate it completely during the course of 1987-1988. 
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debt reductions can occur if a country is unable to obtain 
new credits but continues to meet. its repayment 
obligations. In this case, it must run a current account 
surplus equal to repayments (assuming that it maintains 
its assets at a constant level). 

With limited information available, it can be difficult 
in practice to distinguish between a voluntary reduction 
of debt and one imposed by financial market conditions. 
It has been argued above (section 4.1 (iii)), however, that 
eastern Europe’s restricted access to commercial credits 


did not appear to ease during the course of 1982, or for 
that matter, in early 1983.372 If this has in fact been the 
case, then eastern Europe’s current account surpluses 
and accompanying reductions in debt have been the 
result of attitudes prevalent in the financial markets.373 


372 In general, access to officially-backed credits continued, but the 
flow is likely to have slowed in 1982. 

*”>This interpretation appears to be corroborated by the experience 
of at least one eastern country. For a discussion of the Czechoslovak 
case, see Potac, Planované hospodarstvi, loc.cit. 
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APPENDIX TABLE | 


East-west trade, by country: growth rates, 1976-1982 


(Annual percentage change over same period in previous year, in US dollar terms) 
ре ея ору ee eee ee eee 


Western exports Western imports 
Jan.—Sept. Jan.—Sept. 
1976 1977 1978 1979 1980 1981 1982 1976 1977 1978 1979 1980 1981 1982 
Western trade with: 
Bulgaria + eee eer 13 —6 22 14 31 14 —17 22 7 14 53 12 — 14 —6 
Czechoslovakia . . 9 —2 14 20 11 —16 = 4 9 15 27 17 —11 =! 
German Dem. Вер.“ 13 —7 25 54 7 —1 —30 3 11 17 18 26 7 6 
German Dem. Rep.’ 10 2 22 32 9 —8 — 14 9 11 15 24 24 —4 5 
Hungary .... — 26 29 1 11 al S12) 15 21 15 27 И = —8 
Poland as 1 _—9 И 8 8 35 = 7) 13 7 12 16 8 — 34 —13 
Romania Е 1 14 29 26 4 —23 —41 23 —4 21 36 6 1 —24 
Eastern Europe? 2 1 19 17 9 —16 —24 13 7 15 25 12 —14 —®9 
Eastern Europe? . 2 2 20 17 10 —16 —21 13 8 15 26 13 =: = 
Soviet Union 9 all 16 20 16 8 4 23 14 11 42 31 —3 8 
Eastern Europe and 6 — 18 19 12 —4 = 18 11 13 34 22 = 1 


Soviet Union? 
Eastern Europe and 6 1 18 18 12 —4 —8 17 И 13 34 22 —8 =5) 
Soviet Union? 


Bulgaria) ee 15 —5 20 15 24 7 alll 22 9 14 53 14 its) —6 
Czechoslovakia . . 5 1 14 12 128-14 —8 4 9 14 28 18 —12 =! 
German Dem. Вер." 6 —4 16 35 И й —34 4 10 15 18 26 6 6 
German Dem. Вер.? 7 4 18 24 И —6 —14 9 10 15 24 24 —5 5 
Нопрагу к а, кн 26 30 2 10 — -И 15 22 14 26 12 =p) —© 
Poland 9 eden, -= —8 8 8 1037) —24 17 7 10 19 10 — 36 —8 
Romaniagee see 11 34 i =3 =) — 36 21 —6 16 42 9 ats —22 
Eastern Europe? . — 2 18 14 9 —16 —21 i) 8 13 27 14 —16 = 
Eastern Europe’ . 1 3 18 14 9 —15 == 12 8 14 27 15 1 —6 
Soviet Union . . . — 12 9 17 32 1 = 5 27 13 13 43 34 —2 10 
Eastern Europe and — 6 14 15 19 = S12 19 10 13 35 25 15 3 
Soviet Union‘? 
Eastern Europe and — 6 15 15 18 —8 = 18 10 13 35 25 = 3 
Soviet Union? 
Reporting country: 
LAU Ce ote ea 1 10 18 20 5 — 14 5) 15 15 li 27 34 6 3 
Belgium—-Luxembourg —6 —4 12 24 21524 —4 22 15 29 53 —10 40 
Denmarkaa a9 1 18 11 = —22 10 S18) 15 35 10 —28 19 
inland Бос ос LD 13 3 3 55 32 4 2 11 — 47 45 =) = 
France! (acters (einen 25 2 5 38 | See Ors) 18 и 16 28 62 —6 St! 
Germany, Fed. Rep. —3 6 16 13 9 —20 = 26 12 25 42 7 = 8 
(О 6 ооо lO 17 15 = 45 — 34 =i 48 —4 70 Salil 3 —3 6 
Iceland’. 7) = 51 =) 30 2 = 4 ees 7 15 =! 51 6 — 14 8 
ПО о № в о 47 30 87 55 a —44 — 30 li 45 = 25) —22 3 
А ое 10, 16 6 9 3 = =) 29 6 i 32 41 —10 14 
Netherlands . . . —4 7 15 22 24 = = ey) 18 11 16 49 26 16 26 
Norwayige? в caters 8 — 16m —23 8 =I —8 38 15 —19 24 = 8 60 
Portugal оо оо 5 =7) —8 29 = = = 12 96 = Fie 55 8 23 = 
брате ees oe 18 —6 25 54 — 44 —54 = —19 10 47 37 11 1 
Sweden. .... —6 =O 4 19 213 —26 4 1 =5 63 = =) tS) 
Switzerland . .. 7 И 21 — =) —20 =5 45 20 41 34 25 = 12 
ПИ о ба 68 5 86 =" 60 —33 28 30 5 13 60 22 5 555 
United Kingdom . -9 24 29 9 2 22 =}! 26 17 4 30 —4 —44 23 
Yugoslavia... . 8 =H 22 14 62 24 = 17 18 11 23 40 == = 
Western Europe? . — 6 14 15 19 = = 19 10 13 35 25 —8 3 
Southern Europe’ 12 =3 725) 14 50 16 =i 19 9 16 24 32 2 =i) 
Сапада se, Pees 3) 36 33 79 7 20 19 —4 7 33 т 1 il 
United States . . . 26 —28 45 54 = 32 и =5 19 6 36 8 5 13 — 30 
North America . 27 —28 43 51 —16 9 2 19 4 31 12 2 11 —30 
ПРЕ 5 3 5 бо =§ 20 2 10 12 И — 21 1 34 —4 =117/ 7 
Developed market 
economies? . . 6 — 18 19 12 —4 —8 18 11 13 34 22 == 1 


Source : Same аз Table 4.4.1. 

Note: Based on western data. 

* Excluding trade between the Federal Republic of Germany and the German Democratic Republic. 
» Including trade between the Federal Republic of Germany and the German Democratic Republic. 
Includes Greece, Portugal, Spain, Turkey and Yugoslavia. 
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APPENDIX TABLE 2 


East-west trade, by country: values, 1970, 1975, 1978-1982 
(Billion of US dollars. f.0.b.-f.0.b.) 


— 


Western exports Western imports 
Western trade with: 1970 1975 1978 1979 1980 1981 19822 1970 1975 1978 1979 1980 1981 1982¢ 
Mii. Ls. И  ЕНЕЕЕЕЕЕЕИЕНННИНЕЕЕЗО Н -ИСОИИЕ ЕИИО ВВАН 
Bulgaria the ois Me 0.35 1.15 1.15 1.31 1.72 1.97 1.64 0.25 0.43 0.63 0.97 1.08 0.94 0.90 
Czechoslovakia . . 0.87 2.10 2.57 3.07 3.41 2.85 2.64 0.81 1.83 2.39 3.04 3.57 3.16 3.14 


German Dem. Rep.» 0.48 1.32 1.73 2.65 2.83 2.81 2.00 0.44 1.18 1.56 1.84 2.31 2.47 2.61 
German Dem. Rep. 1.14 2.91 3.99 5.27 5.75 5.28 4.61 0.99 2.53 3.51 4.35 5.38 5.15 5.43 


Hungary ... . 0.67 1.91 3.10 3.13 3.49 3.46 3.06 0.54 1.29 2.07 2.63 2.92 2.61 2.40 
Poland A mts oes: 0.92 5.59 5.73 6.21 6.69 4.48 3.281103 3.18 4.33 5.03 5.45 3.59 3.13 
Romania... . 0.73 2.09 3.08 3.88 4.03 3.11 1.92 0.54 1.68 2.40 3.26 3.45 3.47 2.69 


Eastern Еигоре? . 4.02 14.17 17.35 20.25 22.17 18.67 1452 3.61 9.58 13.38 16.78 18.79 16.24 14.87 
Eastern Europes . 4.68 15.76 19.61 22.87 25.08 21.15 17.14 4.16 10.93 15.33 19.29 21.85 18.92 17.69 


Soviet Union . . . 2.81 13.17 9916.64; 65.20.04 3523.15 24:95 26:20 (12.50 9:00813.95819.84825:98 5:25:13 27167 
Eastern Europe and 6.83 27.34 33.99 40.29 45.32 43.62 40.72 6.12 18.58 27.33 36.62 44.76 41.36 42.54 
Soviet Union? 


Eastern Europe and 7.49 28.94 36.25 42.91 48.23 46.10 43.34 666 19.93 29.28 39.13 47.83 44.05 45.36 
Soviet Union‘ 


of which: Trade between western Europe and eastern Europe and the Soviet Union 


Bulgaria... . 0.31 1.07 1.04 1.20 1.49 1.59 1.43 0.24 0.39 0.60 0.91 1.03 0.88 0.85 
Czechoslovakia . . 0.83 1.99 2.42 2.12 3.05 2.63 2.43 0.74 1.73 2.24 2.88 3.40 2.99 2.98 
German Dem. Кер.? 0.44 1.25 1.48 2.00 2.21 2.36 1.60 0.40 1.13 1.50 1.77 2.22 2.37 2.50 
German Dem. Rep. 1.10 2.84 3.74 4.62 912 4.83 4.22 0.94 2.49 3.45 4.28 5.05 5.05 5.32 


Hungary . . . . 0.62 1.80 2.95 3.00 3.29 3.28 2:92 50:52 1.23 1.96 2.47 2 2.43 2.22 
Ровва в. «< о. 0.82 4.64 4.59 4.97 5.45 3.42 2.64 0.89 2.83 3.76 4.46 4.89 3.12 2.86 
Romania’ *= 19. 0.63 1.71 2.50 3,17 3.09 2.41 1.61 0.52 1.48 1.96 2.78 3.03 2.79 2.21 


Eastern Europe? . 3.65 12.45 14.97 17.05 18.57 15.69 12.64 3.31 8579 2027 15-27) 17-35 4S 3-03 
Eastern Europe’ . 4.31 14.05 17.24 19.67 21.48 18.16 15.25 3.86 10.15 13.97 17.78 20.42 17.26 16.45 


Soviet Union . . . 2.26 9.31 ЗЕ eel ee 05-202 7.69 12.39 17.77 23.88 23.40 26.16 
Eastern Europe and 5.90 21.77 26.39 30.37 36.12 33.46 29.68 5.33 16.48 24.41 33.03 41.23 37.97 39.79 
Soviet Union? : 


Eastern Europe and 6.56 23.36 28.65 32.99 39.03 35.94 32.29 5.88 17.84 26.36 35.54 44.30 40.66 42.61 
Soviet Union‘ 


Western trade balances 


Western trade with: 1970 1975 1976 1977 1978 1979 1980 1981 1982° 


Виана gam capo 0.10 0.73 0.48 0.39 0.51 0.34 0.63 1.03 0.75 
Czechoslovakia . . . 0.06 0.28 0.40 0.17 0.18 0.03 —0.16 — 0.32 — 0.49. 
German Dem. Rep. . 0.04 0.14 0.28 0.05 0.17 0.81 0.52 0.34 —0.61 
German Dem. Вер. . 0.16 0.38 0.44 0.22 0.48 0.92 0.36 0.13 — 0.82 
15 CT ee er 0.13 0.63 0.42 0.61 1.04 0.50 0.56 0.85 0.66 
Рози. —0.L1 2.41 2.02 1.29 1.40 1.18 1.24 0.88 0.12 
Romania .... . 0.18 0.41 0.04 0.42 0.68 0.62 0:58 — 0.36 — 0.77 
Eastern Europe?. . . 0.41 4.59 3.64 2.93 3.97 3.47 3.38 2.43 — 0.35 
Eastern Europe’. . . 0.52 4.83 3.80 3.10 4.28 3.58 8:23 2.22 — 0.55 
Soviet Union. . .. 0.31 4.17 3.38 1.78 2.69 0.20 —2.82 —0.18 —1.47 

Eastern Europe and . 0.72 8.77 7.02 4.71 6.67 3.67 0.56 2.26 —1.81 

Soviet Union? 
Eastern Europe and . 0.83 9.00 7.18 4.88 6.98 3.78 0.40 2.05 —2.20 


Soviet Union‘ 


of which: Trade between western Europe and eastern Europe and the Soviet Union, by country 


1 0 0.58 
Bulgaria om oa 0.07 0.68 0.43 0.34 0.44 0.29 0.45 0.7 
Czechoslovakia . . . 0.08 0.27 0.30 0.17 0.18 — 0.16 —0.35 — 0.36 —0.55 
German Dem. Rep.’ . 0.04 0.11 0.15 —0.02 — 0.02 0.23 —0.01 0.01 —0.90 
German Dem. Вер.° . 0.15 0.35 0.31 0.15 0.29 0.34 —0.17 — 0.22 —1.11 
Ati gary и +. 0.10 0.57 0.39 0.55 0.98 0.52 0.52 0.85 0.70 
Рона с. 0.07 1.81 1.45 0.86 0.83 0.52 0.55 0.30 — 0:22 
Вотатша "©. 0.11 0.22 —0.11 0.18 0.54 0.39 0.06 — 0.38 — 0.61 

22 1:12 — 0.99 
Eastern Europe’ . . 0.33 3.66 2.61 2.07 2.96 1.79 1. 
Eastern Europe’ . . 0.45 3.90 2.77 2.24 9.27 1.90 1.06 0.90 — 1.20 
Soviet Union. . .. 0.24 1.62 —0.41 —0.55 —0.98 —4.45 —6.33 —5.62 —9.12 
Eastern Europe and . 0.57 5.29 2.20 1.52 1.97 — 2.66 = SU! —4.51 — 10.11 
Soviet Union? 
Eastern Europe and . 0.68 5.52 2.36 1.69 2.28 SOK —5.26 —4.72 — 10.31 


Soviet Union* 
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APPENDIX TABLE 2 (CONTINUED) 
ee eS Ee EE Ee 


Wester exports Western imports 
Reporting country: 1970 1975 1978 1979 1980 1981 19822 1970 1975 1978 1979 1980 1981 19822 
a a пира ее ОЕ ЕЕ 
Аза on 3 a a AUS 1.28 1.67 2.00 2.11 1.81 1.73 0.32 0.92 1235 EA 2.29 2.41 2.11 
Belgium — ГахетБоигр 0.17 0.85 0.85 1.06 1.31 1.11 0.85 0.17 0.58 0.79 1.01 1.54 1.39 1.99 
< о вы вЫ 0.29 0.32 0.35 0.37 0.27 0.21 0.14 0.49 0.53 0.71 0.78 0.56 0.69 
Finland), Seen) о. в 9:0 1.31 1155 1.81 2.81 8.71 3.84 0.40 1.47 1.68 2.46 3.56 3.52 3.18 
memes с « ав « Uiop 2.60 292 4.03 4.64 3.91 2.67 0.42 1.62 2.45 3.14 5.08 4.77 4.59 
Germany, Fed. Rep.’ 1.30 6.46 7.71 8.69 9.44 й.59 7.39 1.03 3.08 5.43 Tip 8.26 7.31 7.89 
Я Бо шо в И 0.26 0.39 0.36 0.52 0.34 0.34 0.09 0.24 0.58 0.52 0.54 0.52 0.55 
ВЯ в ось с №0 0.04 0.05 0.06 0.08 0.07 0.06 0.01 0.06 0.06 0.09 0.10 0.09 0.09 
Пе алое: №: 00:01 0.03 0.04 0.07 0.11 0.08 0.04 0.03 0.09 0.13 0.18 0.14 0.11 0.11 
Цаумии 3%. . 5 10.70 У) 2.41 2.64 2.73 2.47 2.43 0.73 1.78 2.61 3.45 4.87 4.37 5.01 
Netherlands о. 60.21 0.79 0.94 115 1.42 1.38 0.96 0.20 0.75 1.15 Neel 2.16 2.50 3.26 
INotwayaren gan cy — 0:06 0.25 0.32 0.25 0.27 0.26 0.25 0.08 0.24 0.31 0.39 0.36 0.39 0.61 
Portugal Taree. 0.01 0.04 0.07 0.10 0.09 0.08 0.07 0.01 0.08 0.12 0.19 0.20 0.25 9.11 
Spain te, Yen = © 10.07 (0526550135 0.55 0.55 0.79 0.37 0.06 0.43 0.35 0.52 0.71 0.79 0.82 
А в го ь о 1.09 0.98 1.18 1.20 1.04 0.78 0.31 1.02 1.01 1.65 3.51 1.19 1.48 
Switzerland . . . 0.21 0.74 1.07 1.07 1.06 0.85 0.81 0.13 0.33 0.82 1.10 #37 1.19 1.34 
Durkeye yea 40:08 0.12 0.32 0.30 0.48 0.32 0.43 0.10 0.22 0.34 0.54 0.66 0.69 0.33 
United Kingdom . 0.60 1.29 1.87 2.05 2.63 2.05 1.43 0.55 1.39 2.14 2.78 2.67 1.48 1.85 
Yugoslavia . . . . 0.54 1.87 2.33 2.66 4.30 5.35 5.01 0.54 1.69 2.58 ЗУ 4.43 4.44 Be) 


Western Europe? . 5.90 21.77 26.39 30.37 36.12 33.46 29.68 5.33 16:48 24/41, 331037 41:233837.97 8839.79 
Southern Europe’ 0.80 2.55 3.47 3:97 5.94 6.88 6.23 0.80 2.65 3.97 4.94 6.54 6.69 5.58 


Сапава о 0:3 0.60 0.74 0.99 пой) 1.89 2.27 0.06 0.15 0.19 0.25 0.22 0.23 0.16 
United States . . . 0.35 2.78 3.67 5.66 3.84 4.26 4.30 0.23 0.73 1.24 1.35 1.41 1.60 1.13 
North America . 0.49 3.38 4.41 6.65 5.62 6.15 6.57 0.29 0.88 1.43 1.60 1.64 1.82 1.29 
Тарав и: Ga. . 0.45: 2.20 3.20 3.26 3.58 4.01 4.47 0.49 1.21 1.48 1.98 1.90 1.57 1.46 
Developed market 
economies’ . . 6.83 27.34 33.99 40.29 45.32 43.62 40.72 6.12 18.58 27.33 36.62 44.76 41.36 42.54 


Western trade balances 


Reporting country: 1970 1975 1976 1977 1978 1979 1980 1981 ; 1982° 


о ee ge? cos 0.05 0.36 0.23 0.21 0.33 0.29 —0.18 0:61 — 0.38 
Belgium — Luxembourg 0.00 0.27 0.23 0.08 0.07 0.05 —0.23 — 0.28 —1.14 
Denmark.) а в с — 0.02 — 0.20 — 0.27 — 0.19 — 0.21 — 0.36 — 0.41 — 0.29 — 0.48 
Ра ее — 0.04 — 0.16 0.00 0.03 0.08 — 0.65 =0:75 0.19 0.66 
Ета ae 0.22 0.99 0.83 0.66 0.47 0.89 — 0.43 — 0.86 = 02 
Germany Fed. Rep.? . 0.26 3.37; 2.37 2.32 2.28 0.98 1.18 0.27 — 0.50 
Greece . 5 Es, 0.02 0.02 —0.07 —0.01 — 0.20 —0.16 —0.02 —0.18 —=O.21 
Я о = Gl ae 0.00 —0.01 —0.02 — 0.01 — 0.01 — 0.03 — 0.02 — 0.02 — 0.04 
Ireland# о — 0.02 —0.05 —0.07 —0.08 —0.09 — 0.11 — 0.03 — 0.03 —0.07 
и к — 0.03 0.39 — 0.34 — 0.15 — 0.19 — 0.81 —2 15 S10 — 2.58 
Netherlands= = тие 0.01 0.04 (05153 — 0:17 —0.21 =) 5 —0.74 5 = 2.31 
INGrwayee о — 0.02 0.01 — 0.06 —0:11 0.01 — 0.14 — 0.09 — 0.13 — 0.36 
Рока и, — 0.00 — 0.03 — 0.07 — 0.07 — 0.05 — 0.09 о 0:17 — 0.03 
Spain ст 0.01 = ON7, —0.09 — 0.04 0.00 0.03 — 0.17 — 0.01 — 0.46 
Sweden, го. eer 0.03 0.08 —0.02 — O42 —0.02 —0.47 — 0:31 =O —0.70 
Switzerland ... . 0.08 0.41 0.31 0.30 0.25 —0.03 — 0.31 —0.34 —0.53 
Turkeyaaes =] . Е —0.02 —0.10 = 0:12 — 0112 —0.01 —0.24 —0.18 —0:57 0.10 
United Kingdom . . 0.05 —0.10 —0.58 —0.60 — 027 — 0.73 — 0.04 0.57 — 0.42 
Yugoslavia. .. .. — 0.00 0.18 0.06 — 0.42 — 0.25 — 0.51 — 0.12 0.91 1.24 
Western Europe?. . 0.57 5.29 2.20 152 ey = — 2.66 5 —4.51 — 10.11 
Southern Europe? . 0.00 —0.10 —0.29 —0.65 —0.50 — 0197) —0.59 0.19 0.64 
Сапа? №: ее... 0.07 0.45 0.60 0.37 0.55 0.74 1.55 1.67 2-11 
United States. . .. 0.13 2.05 2.63 1.62 2.42 4.31 2.43 2.66 3.17 
North America . . 0.19 2.50 3.24 1.99 2.98 5.05 3.98 4.33 5.28 
Japan Fa ees. yee’. = 005 0.98 1.58 1.20 1 1.28 1.69 2.44 3.01 
Developed market 
economies? ов 0.72 8.77 7.02 4.71 6.67 3.67 0.56 2.26 — 1.81 


Sources: Аз Гог table 4.4.1. 

Note: Based on western sources. A positive balance indicates a western surplus. 

*Extrapolated assumingh a continuation of Jan.-Sept. trends of exports and imports. 

> Excluding trade between the Federal Republic of Germany and the German Democratic Republic. 
© Including trade between the Federal Republic of Germany and the German Democratic Republic. 
4Southern Europe, as in Appendix table 1. 
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APPENDIX TABLE 3 
Changes in the value of western imports from eastern Europe and the Soviet Union in 1982, by commodity? 


eee 


German 

SITC SECTION Bulgaria Czechoslovakia sepa ‹ Hungary Poland Romania epee bee 
Food and live animals(0). . . —11 1) — 33 Pe as =. =75) — 12 
Beverages and 1юЪассо(1). . . —9 11 165 —8 10 3 —5 И 
Crude materials(2). . . . . —1 — —4 5 —25 = 95} = 10) =7/ 
Mineral fuels(3). . . . . =. #=—34 — 33 —32 13 —31 —12 10 

Соя 2). о 6 ir 16 36 —11 26 — 69 24 —16 

Oil and oil products(33). . —39 —11 32 —35 —36 —31 —24 16 
Animal and vegetable oils(4) . 1256 —47 2 —1 29 217 36 — 30 
Chemicals(5) . . ee Oy. —4 13 10 — = 33) 21 3 —13 
Manufactured goods(6) weet 18 10 14 3 = 28} —23 —7 24 
Machinery, transport equipment(7) —26 —16 6 —6 —41 —26 —20 —8 
Miscellaneous manufactures(8) . 2 —6 —3 Sih —21 10 —4 = 
Not elsewhere classified(9) . . —18 — 31 —35 —24 —13 —22 —24 50 


т. 12 2 8 =§) lt —18 =Q 8 


(т ие of US dollars) 


Food and live animals(0). . . —8 12 —21 —80 —29 — 122 5 
Beverages and 1юфассо(1). . . —4 1 — — : 1 — —4 1 
Crude та{ета15(2). . . .. — —1 —2 7 —59 —16 —71 — 106 
Mineral fuels(3). ..... —47 —- 56 —41 58 — 268 —242 1000 

ау ; = 20 5 — 89 —- 118 —43 

Oil and oil products(33). ‘ — 53) —20 51 —41 —37 — 269 — 369 1151 
Natural gas(34) . . . у 2 1 т Я — 1 al 130 
Animal and vegetable oils) : 5 —1 — — 1 13 17 —1 
Chemicals(5) .. ; Е —2 20 18 — —35 18 19 —81 
Manufactured goods(6) yey 10 40 23 7 —117 —78 —115 165 
Machinery, transport equipment(7) ==; =; 9 —10 —119 —36 —193 = 
Miscellaneous manufactures(8) . 1 = =5 —29 =58) 40 —56 —13 
Not elsewhere classified(9) . . — 6 —2 —5 = —1 —17 228 
ТОТАТ. (09). ...... -54 26 76 —79 — 405 — 359 —785 1178 


* First three quarters of 1982 relative to the same period in 1981. 


APPENDIX TABLE 4 
Changes in the value of western exports to eastern Europe and the Soviet Union in 1982, by commodity? 


German 
Democratic Eastern Soviet 
SITC SECTION Bulgaria Czechoslovakia Republic Hungary Poland Romania Europe Union 
([п percent) 

Food and live animals(0). . . —59 13 — 29 —46 — 46 —82 —50 3 
Beverages and tobacco(1). . . —14 —28 —31 В —42 —71 —31 — 60 
Crude materials2) . .... —20 —17 —28 —23 —21 —8 _-19 52 
Mineral 21153)... ... 69 —24 —5/ —75 —18 —50 —49 64 

@оаКЗ2) s - р _9 a 30 —85 54 —52 —57 — 83 

Oil and oil products(33). ; 105 —25 —37 — 46 —18 50 —15 64 
Animal and vegetable oils(4)_ . 64 209 —51 —2] 109 — 62 39 —24 
Chemicals(5) . . Sat ee 14 —12 — 36 —22 34 —27 —12 —13 
Manufactured goods(6) Ale. _9 —13 —11 _9 —17 — 30 —15 17 
Machinery, transport equipment(7) —16 =i = 7) В —41 —51 —21 25 
Miscellaneous manufactures(8) . 6 —16 —29 —1 1 — 28 -9 —10 
Not elsewhere classified9) . . —49 —17 —48 —15 208 — 30 33 11 
Е НЕЕ 
WO PAT (0-9)... 19 —7 —26 —12 —27 —50 —25 11 

(In millions of US dollars) 

Food and live animals(0). . . —97 14 —93 —29 — 553 —474 — 1231 101 
Beverages and tobacco(1). . . —2 —1 —5 2 —6 —7 —19 —39 
Crude materials(2). . . . . -—9 —20 —17 —24 —30 —10 — 109 147 
Mineral fuels(3). . . . . . 4 —6 —1 —42 —3 —105 —152 85 

CoalG2) > = . : — ор — —35 — —107 — 142 — 

Oil and oil products(33). с 4 —6 —1 —7 —3 2 —10 85 
Animal and vegetable ойз(4) . 1 6 —2 -1 20 —6 17 —15 
Chemicals(5) .. 28 — 36 —57 — 108 88 — 65 — 206 — 198 
Manufactured goods(6) ee eee —27 —28 —53 —57 —116 — 305 689 
Machinery, transport equipment(7) —70 —6 —110 №7 — 249 —157 — 575 779 
Miscellaneous manufactures(8) . 3 —12 —13 -1 1 —17 —39 —82 
Not elsewhere classified((9) . . —10 —3 —4 _3 58 —3 35 14 
ТОТО 2 —91 —330 — 244 —729 —960 — 2585 1481 


Bae SO eee 


“First three quarters of 1982 relative to the same period in 1981. 
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